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Al-Qusaybi Points Out Economic Strength 


94A4E0075D London AL-HAWADITH in Arabic 
24 Dec 93 p 38 


{Text} Decause of the crisis stemming from the Gulf war, 
Saudi Ara via has had to pay out vast amounts of money, 
estimated at $55 billion. However, despite that, it has 
been able to surmount the crisis. 


This was the message of the Saudi ambassador to Great 
Britain, Dr. Ghazi al-Qusaybi, in a new response to 
biased media reports being circulated about the Saudi 
Arabian economy. 


In his reply, the Saudi ambassador dealt with more than 
one economic aspect that those reports had raised. He 
categorically denied the truth of a report that the 
Kingdom is attempting to obtain loans to defray the 
state’s general budget deficit. He stressed that no nego- 
tiations were underway between Saudi Arabia and any 
Western or non-Western banking institution to obtain 
loans. 


Ambassador al-Qusaybi’s statements coincided with a 
study by the magazine, CORPORATE LOCATION, to 
the effect that Saudi Arabia, among all the Arab nations, 
was among the top 20 nations in the world that have an 
appropriate climate to attract investments. The study 
polled about 10,000 companies in the United States and 
Britain, and all of them stressed that the economic 
climate in Saudi Arabia was suitable for investment. 
Those companies are active in all parts of the world. Half 
of them specialize in production, and the other half offer 
services, concentrating on engineering, new technology, 
and mining industry sectors. 


Moreover, a study by the Saudi Chamber of Commerce 
and Industry pointed out that since the beginning of its 
planning era, the Kingdom has striven to prepare an 
appropriate investment climate for the private sector 
through a clearly defined economic policy based on the 
philosophy of free economy and open markets. A group of 
regulations, measures, and laws have shared in applying 
this philosophy, organizing relationships between national 
and foreign capital on the one hand, and between them and 
the state on the other. All of that is achieved by the 
supervision of governmental or specialized private organi- 
zations, who work to direct and guide the private sector to 
available investment opportunities. 


With regard to the details of all that, Ambassador 
al-Qusaybi explained that the Kingdom has not 
requested any loans from international or financial insti- 
tutions. The ambassador pointed out that the only for- 
eign loan the Kingdom had on hand was for $4.5 billion. 
This is the amount the Kingdom previously borrowed 
from abroad; there are no other loans. 


The Saudi ambassador stated frankly that it was strange 
that people were talking now about the Kingdom’s 
general budget deficit, since in the past six or seven 
years, there has been a disparity between expenditures 
and income in the budget. As for the statement of the 
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Bank of i iternational Settlements that as of November 
1993 Saudi Arabia has borrowed more than $2 billion 
from it, over the past few years, that same bank has set as 
a kind of general guideline standard for the percentage of 
indebtedness, either domestically or abroad, that debts 
should not exceed 60 percent of the gross national 
product. In fact, Ambassador al-Qusaybi stated, the 
Kingdom’s foreign and domestic indebtedness, as the 
bank knows, does not even come close to 60 percent. On 
the contrary, the Kingdom’s foreign debts do not exceed 
$4.5 billion. 


The Saudi ambassador clearly stated that the Kingdom 
did not expect anyone to express uneasiness ur to inform 
it of its responsibilities in this important regard. The 
authorities concerned will continue the pressure of gov- 
ernmental expenditures, but in such a way as to not 
cause any injury to the citizens. He pointed out that the 
inflation rate in the Kingdom was one of the lowest rates 
in the world. As for the price of oil and its influence on 
the Kingdom's economy, the Saudi ambassador said: “I 
believe that we cannot be governed by the day-to-day 
price of oil. Certainly, OPEC will take measures to 
guarantee that the oil price will remain at reasonable 
levels. What happened recently should not, in any case, 
be a measurement for what the oil situation will be in the 
coming months.” 


Going back to the Saudi Chamber of Commerce study, it 
stated that private investment in the Kingdom enjoys 
many encouraging incentives, which have contributed to 
the private sector’s participation in economic activity and 
to the increase in that participation. These incentives 
include: 


¢ The Saudi Development Fund offers loans up to as 
much as 50 percent of the project’s costs. 

¢ Total exemption of Saudi industrial or nonindustrial 
companies from all taxes pertaining to companies. 
They are subject to the zakat [Islamic charity tax] at 
2.5 percent of available liquidity. 

¢ The imported goods required for the industrial 
project are also completely exempt from customs 
duties. These imports include machinery, tools, 
equipment, systems, spare parts, and primary and 
partially manufactured raw materials. 

¢ The state also offers the land required to build facto- 
ries, as well as workers and officials’ housing, on a 
nominal lease. This has caused the state to build 
several industrial cities, furnished with all services. 

¢ Local production enjoys complete protection by var- 
ious means, which includes limiting or preventing the 
importing of foreign goods similar to local produc- 
tion, raising the customs duties on them, and offering 
various means of financial assistance to Saudi indus- 
trial organizations. 

¢ The exemption from export fees and all other taxes of 
products prepared for export is also permitted. 

¢ All of these measures are to encourage capital to enter 
investment fields in the Kingdom. There are also 
several incentives to foreign capital as well, including: 
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¢ Foreign capital enjoys all the advantages enjoyed by 
national capital. The industrial or agricultural 
project, in which foreign capital is invested, also 
enjoys exemption from income and company taxes 
for 10 years. Other projects are exempt for five years. 
The exemption has the proviso that national capital 
must own not less than 25 percent of the capital 
allocated to the project as a whole. 

¢ In addition, there are several other incentives, such as 
direct and indirect support for the agricultural sector, 
through easy loans, subsidies, favorabie prices, and 
reduction of electricity and water costs, since the state 
provides the private sector with electricity at a very 
low cost. The state also bears the expenses for training 
workers in national factories, either in the Kingdom 
or abroad. 


According to the study, all of this stresses the confidence 
of the Saudi economy in itself while, at the same time, 
confirming its soundness, especially in the integration 
between t!’e private sector and the state. However, that is 
without any impinging on a free economy and free 
markets. An economy li’ : this is not affected by a crisis 
or crises, except if the crisis occurs directly and, then, it 
rapidly transcends that crisis. 


Accor: ng to a specialist in this field, the financial straits 
that affected Saudi Arabia because of the exorbitant 
costs of the Gulf war were quickly ended, since the 1993 
budget was an expansion budget. It totalled 196.95 
billion riyals [R] (approximately $65 billion), i.e., an 
increase of 8.8 percent over the 1992 budget. The deficit 
was estimated at R27.8 billion ($8 billion), i.e., a reduc- 
tion of 7.4 percent over the 1992 budget deficit. 


It is clear from Saudi budget numbers that for the fifth 
consecutive year estimates of general expenditures for 
1993 are higher than estimates for the previous year. 
This has helped to keep the level of economic growth 
high for the foreseeable future. 


Economist on Foreign Debt, Strength of Economy 
944E0075A Jeddah ’UKAZ in Arabic 15 Jan 94 p 16 


[Interview with Dr. Muhammad Ibn ‘Abd-al-’Aziz al- 
Mu’ammar, Saudi economist, in Riyadh; date not given: 
“Our Economy is Strong; We Face No Problem With 
Foreign Obligations’—first two paragraphs "UKAZ 
introduction] 


[Text] "UKAZ AL-IQTISADI posed two important ques- 
tions to several financial experts and economists, con- 
cerning the future of the Saudi economy in light of 
economic and oil conditions in the world. 


Dr. Muhammad Ibn ’Abd-al-’Aziz al-Mu’ammar is a 
member of the Shura [Consultative] Council, a well- 
known economic expert, and a professor in the King 
Fahd Oil and Minerals University. He previously 
responded to two questions, confirming the strength of 
the economic situation in the Kingdom. He stressed the 
excellence of the actions taken by the government of the 
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Custodian of the Two Holy Mosques, King Fahd Bin- 
*Abd-al-’Aziz, to support the Saudi riyal and to balance 
expenditure of income. Those actions are concerned 
with doubling production revenues and diversifying 
sources of income. 


Increased Role for Private Sector 


["UKAZ] How does the Saudi budget appear to you in 
terms of support for the strength and firmness of the 
Saudi economy? 


[Al-Mu’ammar] Issuing the general state budget for 
1993/94 represents our government’s commitment to 
strengthening the course of economic and social growth 
for our beloved country. 


Despite the fact that exports of crude oil still represent 
86 percent of total Saudi exports, i.e., 75 percent of total 
governmental income, we see a gradual, tangible increase 
in the total of our nonpetroleum exports. They include 
materials with added value, such as refined petroleum 
products, petrochemicals, and fertilizers; derivatives of 
the petrochemical industry, like plastics, synthetic fibers 
and polyester; agricultural products such as grain, vege- 
tables, flowers, etc. Moreover, we should note that the 
private sector has in fact begun to make very large capital 
investments in industrial parks in major cities like 
Riyadh, Jeddah, and Dammam, in addition to the two 
industrial cities of al-Jubayl and Yanbu. One must not 
forget the important role played by the public sector, 
represented by the efforts of the Ministry of Industry and 
Electricity, Ministry of Commerce, Ministry of Agricul- 
ture, and the Ministry of Finance and National Economy 
in supporting and encouraging the private sector to play 
the desired role in the growth of the national economy. 
This was done through offering various means of sup- 
port, such as subsidies, loans, and reduced customs fees 
on Saudi exports. 


Despite intense world competition, faced by our prod- 
ucts abroad, Saudi Arabia’s joining the international 
General Agreement on Tariffs and Trade, known as 
GATT, will reduce the pressure of customs barriers that 
our exports encounter in international markets. It will 
also overcome the obstacles that the private sector faces 
in the field of foreign investments and exports, since 
these two areas support private sector opportunities, so 
that it may pla’ its hoped-for role alongside the govern- 
mental sector. It is anticipated that sales of Saudi 
national products, through the Saudi Industrial Exports 
Company, will have reached 750 million riyals [R] at the 
end of 1993. ' 


The strength and firmness of the Saudi economy stems 
from this. We should note that the growth rate of the 
private sector’s gross domestic product [GDP] is not less 
than 5 percent for the current fiscal year, according to 
statistics cited in the state budget for this year. It is 
expected that the actual GDP will grow at a 7-percent 
rate, compared with 9 percent for 1991.7 
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The GDP for the same period is estimated at R381 
billion, according to Saudi Arabian Monetary Agency 
statistics. 


This rate is one of the highest growth rates in the 
developing world, following directly after the rapidly 
developi' g Asian nations, like South Korea, Taiwan, 
Singapore, Malaysia, etc. We should also not fail to 
mention the important fact that inflation rates in our 
country are still reasonable, comp2red with many devel- 
oping nations. The state has participated in stabilizing 
consumer goods through guiding public expenditures 
and organizing imports, as well as various means of 
support offered to local merchants. 


Causes of Income Reduction 


['UKAZ] How can the Kingdom maintain its strong 
economic position and continue spending on construc- 
tion, growth, development, and modernization, despite 
the burdens that have resulted from the Gulf war disaster 
and despite the falling oil prices? 


[Al-Mu’ammar] You mentioned two important matters 
in your question: the falling oil prices of the past 10 
years, specifically 1983-1993, and the consequences 
stemming from the Gulf war. Both of these are problems 
that the Kingdom cannot deal with alone. On the con- 
trary, international efforts through the organization of 
oil exporting nations known as OPEC, of which there are 
12 permanent member states today, including the 
Kingdom, are being made to draw up production and 
pricing policies for the member states. However, in the 
middle eighties, we noted the difficulty OPEC had 
managing production and pricing policies by itself. This 
was because of many important factors including: 


1. Increased oil production by countries outside of 
OPEC. Britain increased its oil production to 700,000 
barrels per day [bpd] during 1993. Russia’s produc- 
tion also increased to 1.6 million barrels during the 
same year, i.€., an increase estimated at 20 percent 
over the previous year, in view of its need for hard 
currency to support its economy. 


2. Energy strategies followed in countries belonging to 
the International Energy Agency, which has made 
Paris its headquarters. Perhaps the most important of 
these strategies is the increase of strategic oil storage 
by industrial states, estimated at 4.5 billion barrels in 
the early nineties. World production of oil did drop 
slightly to 59.6 million bpd in 1993, as a result of 
reduced demand for refined products in those coun- 
tries. 


3. World economic stagnation in major industrial 
nations, such as Japan and Europe, and its ramifica- 
tions on the world’s demand for oil. Economic growth 
rates were relatively low; they are increasing only | to 
1.5 percent annually in the best of conditions. 


4. Divisions within OPEC nations themselves, either 
because of political conflicts like the Iraq-Iran War in 
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the eighties; the Gulf war in 1990, resulting in the 
liberation of Kuwait from the Iraqi invasion, which 
some world critics have called the first petroleum war; 
or other economic reasons that are strongly connected 
to general budgets and the balance of payments defi- 
cits of many member states. All of this has induced 
these countries to exceed set production quotas and 
the official prices set in accordance with OPEC min- 
isterial decisions, out of a desire to increase their 
income from oil exports. 


Resolute Treatment of the Problem 


We are also all aware that since 1985, like the rest of the 
OPEC nations and many other countries of the world, 
including the major industrialized countries, Saudi 
Arabia has faced the consequences of these conditions. 
However, the Kingdom has faced them with strength and 
by following these means: 


1. Issuing treasury bonds by the Ministry of Finance and 
National Economy, and selling them to borrow money 
for a fixed period of time. This represents a guaran- 
teed investment for purchasers, most of whom are 
national banks. The value of governmental bonds held 
by Saudi banks is less than $15 billion, according to 
the estimates of the Ministry of Finance and National 
Economy.° It is well known that the disparity in the 
general budget for 1993 totalled R27.8 billion, com- 
pared with R30 billion for 1992. This difference 
between income and expenditures was covered by 
borrowing. 


2. Full receipt of customs fees pertaining to the state in 
various sectors. This includes services for telephone, 
electricity, and water; customs duties on imports in 
airports and harbors; and, security sectors, such as 
traffic, passports, etc. These fees represent important 
income for the state of not less than R5 billion. 


3. Continuing to guide the state’s general expenditures 
through a reduction in spending in various state 
organizations. Total expenditures allocated in this 
year’s budget amounted to R160 billion, compared 
with R197 billion for the last fiscal year. 


4. Continuing to support OPEC efforts to stabilize oil 
prices under a specific production ceiling that will 
serve the economic development plans of the OPEC 
nations. 


Practical Solutions for the Crisis 


It is well known that the current OPEC ceiling is 24.5 
million barrels, or some 40 percent of world oil produc- 
tion, while the actual production capacity of OPEC 
nations is 28 million bpd. The average sale price of a 
barrel of Arab light (34 degree) oil is $11, while Saudi 
Arabia’s production of crude oil reached 8 million bpd at 
the end of 1993. The fluctuation of prices could be dealt 
with through reducing OPEC production by 1.5 to 2 
million bpd, but the recent OPEC ministerial conference 
regarded this idea as unlikely, in view of the possibility 
of non-OPEC producers’ increasing their oil production 
at the expense of the OPEC nations. 
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5. Stabilizing the Saudi riyal’s current exchange rate 
vis-a-vis hard foreign currencies through supporting it 
with Saudi foreign monetary reserves which, in the 
first part of the last decade, totalled $130 billion, 
according to IMF estimates. The minister of finance 
and national economy, Shaykh Muhammad Aba- 
al-Khayl, has pointed out that the Saudi currency was 
fully covered by a special reserve of hard currency of 
more than $20 billion.‘ It is clear that the percentage 
of governmental domestic borrowing is about 94 per- 
cent of the total, while the country’s foreign borrowing 
from international banks is only 6 percent, i.e., an 
estimated amount of $4.5 billion. This undoubtedly 
means that the Kingdom’s foreign obligation is very 
limited, and could be repaid within a short time, 
inasmuch as the greatest percentage of borrowing is 
local and not foreign. 


With regard to the percentage of budget deficit to gross 
national product, we found it to be 52 percent of this 
product. To a considerable extent, this is the same as rates 
found in advanced industrial nations, such as the United 
States and France.° If we take into consideration the 
completion of the infrastructure for most of the physical 
and human development projects, and the large trade 
surplus in its favor in the balance of foreign trade pay- 
ments, which is estimated at R81 billion for 1991°, we find 
that Saudi Arabia is proceeding ahead surefootedly to 
support its national economy. 


Dr. Muhammad Ibn ’Abd-al-’Aziz al-Mu’ammar 

Born in al-Ta’if in 1955 

Received his secondary education in al-Ta’if 

Went to the United States in 1975 for university 

study. He graduated from the University of Cali- 

fornia, Santa Barbara in 1980, where he obtained a 

bachelors degree in political science and a masters 

degree from the same university in social sciences in 

1982. 

¢ He obtained a doctorate in international relations in 
1989 from Oxford University, England. The subject 
of his dissertation was /nternational Aspects of Saudi 
Arabian Oil and Industrial Policy Between 1980 and 
1987. 

¢ He worked for SAMARCO in Riyadh for six months, 
in the Department of Studies as a researcher. 

¢ He then joined the King Fahd University for Oil and 
Minerals in Dahran in 1989, as a member of the 
faculty, as an assistant professor in the University’s 
College of Industrial Management. 

¢ He was appointed to the Shura on 3 August 1993. 

Inside the Council, he occupies the post of vice 

chairman of the Foreign Affairs Committee. 
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Minister on Manufacturing, Investment, Exports 
94AE0079B Jeddah 'UKAZ in Arabic 11 Jan 94 pp 16, 17 


[Interview with ’Abd-al-’Aziz al-Zamil, minister of industry 
and electricity, by Mahdi Abu Fatim 'Abd-al-’ Aziz al-Qaysi: 
“The Time Has Not Come for Production”—tfirst two 
paragraphs 'UKAZ introduction] 


[Text] When His Excellency Engineer ‘Abd-al-’Aziz al- 
Zamil, the minister of industry and electricity, welcomed 
the opportunity to give this interview, it was clear that he 
had in his agenda lots of topics that he wanted to bring up. 


His Excellency candidly answered all of our questions, 
which are being pondered by many businessmen and 
industrialists and gave precise replies dealing with a 
number of issues that are of concern to these sectors of 
the economy as well as to a large number of our citizens. 
He concluded by saying that Saudi Arabia’s industries 
are marching in the direction of progress, guaranteeing 
the nation a bright future that will bring prosperity to our 
country and its citizens. 


[Al-Qaysi] First we would like to have Your Excellency 
review the developments that have taken place in the 
industrial and electrical sectors of this wealthy nation 
under the circumstances of the tremendous growth that 
it has experienced. 


[Al-Zamil] It is a pleasure for me to review with you 
some of the basic features of the development of industry 
and electricity in the Kingdom of Saudi Arabia. There is 
no doubt that Saudi Arabia has made great strides in the 
field of industry and electricity. | would like to begin by 
talking about industry and providing a brief introduc- 
tion before mentioning the achievements of industrial 
development in Saudi Arabia. 


First I would like to point out that the basis for, and 
essential element of, industrial development in Saudi 
Arabia is the fact that Saudi Arabia totally adheres to the 
principles of Islamic law. The government of the Custo- 
dian of the Two Holy Mosques has taken upon itself to 
translate these principles into reality such that they 
guarantee complete freedom of action for Saudi Arabia's 
individuals and citizens. This freedom has provided 
investors with a feeling of security and thus unleashed all 
manner of intellectual capacities and given them all 
possible chances to seek different opportunities. Inves- 
tors, whether citizens or non-citizens, have begun to feel 
a sense of responsibility, starting with the projects that 
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they are concerned with. The role of the state has 
basically consisted of providing a suitable investment 
climate, basic arrangements and facilities, and some 
incentives. These arrangements, facilities, and incentives 
have created a suitable natural environment in which 
investors can operate and begin to carry out their 
activity. 


These arrangements and facilities consist of the creation of 
the industrial cities, the provision of land necessary for the 
industrial projects, and the necessary utilities for the 
establishment of these projects, in addition to the avai! 
ability of the necessary loans for industry and custovtis 
exemptions for the equipment and raw materials necessary 
for these projects. 


These arrangements, facilities, and incentives, along 
with the principle of a free economy, constitute the 
foundation that has impelled businessmen to get moving 
and start seeking industrial projects. The result of this 
has been noticeable industrial growth, consisting of more 
than 2,036 industrial projects in various areas of Saudi 
Arabia in which 140 billion riyals [R] have been 
invested. They have produced products valued at more 
than R50 billion, including R10 billion of products that 
have been exported to other nations. 


All of these tangible results and achievements have come 
about as a result of the efforts of our citizens and 
investors operating in a climate of unlimited support 
provided by the state. These enterprises have not been 
merely a facade to boast about, but also have come about 
in order to satsify market demand and were set up in 
accordance with international specifications in order 
that they compete in the domestic market, which is an 
open market. Consequently, we expect a continuation of 
the natural growth of this industrial progress in the years 
to come. 


[Al-Qaysi] Saudi Arabia follows the principle of a free 
economy, and industry is the backbone of the economy 
of the advanced nations. Why, then, is industry not given 
free rein to develop more widely, by means of the 
unrestricted and unconditional granting of licenses? 


[Al-Zamil] I would not be exaggerating if I said that 
investors are complaining about the great degree of 
flexibility shown by the Ministry in granting industrial 
licenses. Many of the investors with whom I have met on 
numerous occasions in various areas of Saudi Arabia 
have had complaints about the high degree of flexibility 
shown by the Ministry of Industry and Electricity when 
it comes to giving out industrial licenses, and this means 
that there is lots of competition. Things have reached the 
point where as many as 15 competing enterprises are 
producing the same product. This is why they have 
demanded that the Ministry put a limit on these licenses. 
The Ministry’s position in this matter is, to a large 
degree, in accordance with what I mentioned concerning 
the fact that there must be flexibility and an open-door 
policy, because the investors, to a great extent, know best 
what is in their own interest, especially if they have the 
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capability of investing large amounts of money. But it is 
vecessary for the Ministry to provide information to a 
given investor and to clarify it for him as well as to tell 
him that the product he wishes to manufacture is, for 
example, already being produced by 15 other enterprises, 
and that this production covers the needs of the nation. 


But such an investor might have a point of view that can 
persuade the Ministry to change its mind. In such a case 
his application is eccepted if it is proved that he has a 
new brand that will have a market share or particular 
demand, or if he has information concerning domestic or 
foreign mar*ets that the Ministry does not have. 


Perhaps the greatest proof of what I have said is the fact 
that, in addition to licenses for the currently existing 
2,036 enterprises, the Ministry has issued a total of about 
1,400 licenses for new, future industrial projects. 


[Al-Qaysi] To what extent has the Ministry completed 
the project to link electrical power networks throughout 
Saudi Arabia, and what alternative solutions are there in 
case of power failures such as the one that occurred 
recently in the power line between the eastern and 
central regions? 


[Al-Zamil] The state has spent large amounts on the 
electrical sector, and has provided electrical service in all 
areas of the country. At this point I would like to mention 
that the number of persons who received electricity by the 
end of last year totalled more than two milllion customers, 
and that we have covered all the main cities and villages. 
Electrical service now, praise be to God, has become a 
basic service, and the state is providing this service at rates 
that are quite a bit below actual cost. This is in keeping 
with King Fahd’s directives to make life easier for our 
citizens. 


Our power linkage system is considered to be an 
advanced system that utilizes high technology. At this 
juncture I would like to point out that most of the 
technicians working in the electrical sector are Saudi 
personnel. 


As for the projects dealing with linking electrical power 
among the various regions, they have already begun to be 
implemented some time ago. The project for linking the 
eastern region is already finished, and work in all its 
areas is nearly over, with the exception of the power line 
between Dammam and Hafr al-Batin, which will be 
finished within four months. We have also finished the 
power network inside the central region, that is, the 
power line which links Riyadh to al-Qasim and Sudayr. 
And now there is a program to link Riyadh to al-Aflaj, 
and this will mean that the network in the central region 
will be all linked together except for Wadi al-Dawasir. 


We have also finished the power network inside the 
western region since Jeddah, Mecca, Medina, Yanbu’, 
and al-Ta’if are now linked. Currently efforts are also 
being made to finish the power linkage projects inside 
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the southern region, and, in fact, al-Bahah has been 
linked to Bishah and we are now working on the link 
between 'Asir and Najran. 


When the networks inside the regions have been com- 
pleted, we will concentrate on linking the regions with 
each other. We have already begun the step of linking the 
eastern region to the central region, and they already 
exchange power loads. Also, Riyadh is linked to al- 
Qasim. Furthermore, a study has been made concerning 
linking al-Qasim to Medina, and this will result in the 
eastern, central, and western regions being all linked to 
each other. And in the future, God willing, there will be 
a link between the western and southern regions. 


At tunis point I would like to stress the importance of 
these linking networks. They have been operating with a 
high degree of efficiency. In spite of the incident that you 
mentioned, I assure you that this incident only serves to 
clearly show how rarely such incidents occur. We praise 
God that throughout the last ten years since the project 
was first put into operation the electrical power networks 
have operated at a high degree of efficiency and they 
have never been down. Many people have not realized 
that Riyadh gets its electricity from the eastern region 
and that Mecca receives its power from Rabigh. 


Here I would like to mention one important point, which 
is the fact that there is no system anywhere in the world 
that is totally immune from such power outages. This is 
something that is impossible. But there are systems that 
operate at high efficency. I don’t think there is any 
system that can operate for 10 years without some 
incident happening and not be considered to be indeed 
an efficient system. So we are gradually putting our 
systems into operation, and we will continue to work on 
perfecting them. 


[Al-Qaysi] And what if such an incident does happen? 


[Al-Zamil] This is to be expected. There are additional 
solutions that might be costly, but sometimes it is 
important to use them. These solutions involve 
increasing the generating capacity in some of the regions 
so that power is transmitted at the lowest possible level. 
We have already taken this matter into consideration. 
We generate power in Mecca. Medina, and al-Ta’if. But 
we cannot, for example, generate all the power necessary 
for Mecca or even for the city of Riyadh, for which we 
are now planning to construct a ninth generator station. 
All the generator stations that are being put into opera- 
tion are considered to be support for the current linking 
and network systems. 


[Al-Qaysi] Does the Ministry intend to establish an 
apparatus to finance and guarantee exports? 


[Al-Zamil] The Ministry is devoting a great deal of its 
attention to the matter of exports. As I have mentioned 
previously, industrial exports are experiencing notice- 
able growth. There is a table showing how this growth of 
exports is taking place. 
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Petrochemical and fertilizer exports now total more than 
R6.5 billion. As for the other industries such as those 
which manufacture carpets, cables, electrical appliances, 
etc., their exports total R3.5 billion, and they are con- 
tinuing to grow. 


There are two sources for the financing. The first one is 
the Islamic Bank program, and it is available to all Saudi 
plants and provides the necessary financing. The second 
source is the Arab Monetary Fund in which there are 
special amounts set aside for Saudi industry. There is 
also the possibility of increasing the sources of this 
financing, although it is abundant at the present time. 


As for the matter of guaranteeing exports, there exists a 
joint Arab authority whose job it is to do this. But its 
capital is limited and it does not meet the need. Actually 
there is a need to make a study concerning alternatives 
for this purpose. In our meeting with the authorities 
concerned with exports about a month and a half ago, | 
asked them to study various alternatives. In this regard, 
the commercial banks are prepared to provide financing 
for exports, and it is also possible for the banks to make 
special expertise available to exporters just as they do for 
importers. 


This matter, in fact, is of concern to the Ministry and the 
Ministry is keeping track of it. 


[Al-Qaysi] We notice that ministerial decisions are being 
issued concerning exempting some raw materials from 
customs fees, and then the investors are unexpectedly 
told by the Customs Administration that these exemp- 
tions are being denied. Does Your Excellency wish to 
comment on this? 


[Al-Zamil] The Ministry might, in some cases, have 
some points of view that differ from those of the Cus- 
toms Administration. What I said is accurate. But this 
happens on a very limited scale, and these cases involve 
only 5 percent of the exemption decisions. 


[Al-Qaysi] Saudi Arabia is experiencing a high degree of 
advanced industrial progress, and hundreds of plants are 
being built every year. But the Saudi market is still 
absorbing foreign products, and this is having an effect 
on domestic production. How do you think this equation 
can be solved such that protection can be provided for 
domestic products and in order to enable them to 
develop so that they can compete with foreign goods? 


[Al-Zamil] We in Saudi Arabia do not follow the policy 
of central planning. There are nations who planned and 
prescribed their economic policy on the basis of 
replacing imported goods with domestic goods at any 
price. And the price was very high for these nations and 
their citizens. What was the result of this policy? The 
result was high-cost industries of poor quality that had to 
be endured by those nations’ citizens. Then the time 
came when this reality had to be dealt with. This is what 
happened after the collapse of communism, and it also 
happened in the case of nations such as India and Brazil, 
whose industries were established on the basis of the 
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imposition of high customs fees on imported products. 
When the hour of liberation from these policies arrived, 
all of these industries began to collapse and they began 
suffering because of the competition. The reason is that 
they were trying to pursue an unnatural existence, and 
their industrial development became something that was 
merely tantamount to slogans. There are those who said: 
“We will produce everything from safety pins to mis- 
siles.”’ Statements like these might keep people quiet and 
satisfied for a while, but surely they will discover that 
they cannot be true and will not yield good results. 


On the basis of this fact, if I could not produce safety 
pins economically, then I should feel free to import 
safety pins from abroad. If I could produce other goods 
competitively, then I should concentrate on the indus- 
tries that produce those goods. This also applies to other 
things. 


This being true, we should be realistic and not attempt to 
rely on slogans in the field of growth and development. 
Growth and development are the basis of reality, and 
reality is something that cannot be wiped out by any 
slogans. 


It is true that there are a lot of foreign products in the 
Saudi mark >t. But there is a difference between what the 
situation used to be 15 years ago and what it is today. 
Domestic products are steadily increasing. The value in 
sales of these products 15 years ago was R10 million, but 
today this figure is R50 million. This is not something 
that happened in a vacuum. It was the result of tireless 
labor. 


At this point I would like to say that the Saudi economy 
is an enormous one and that petroleum is still an 
international commodity and will remain Saudi Arabia’s 
main source of income. 


The basic point that I want to indicate is that for Saudi 
industry to remain vigorous, it has to develop on sound 
economic bases. And that is what is happening right 
now. 


This is why I do not hesitate to cancel any licensed project 
if it was not implemented. There is no emotional tie 
between me and a project. The proprietor of a project is the 
one who decides whether or not the project or enterprise is 
profitable. The result of this is that you will encounter new 
Saudi products in the future. If we visit industrial exhibits 
every year, we find that there are new Saudi products and 
that industry is continuously developing. 


Our basic task at the present time is to develop this 
industry. For example, when we found that we possessed 
an advantage in the chemical industry, we began under- 
taking it on a grand scale, and we became one of its chief 
exporters. The same applies to fertilizers and other 
products. Who would have expected that Saudi Arabia, 
which used to import 100 percent of its electrical cables, 
now exports about 30 percent percent of its electrical 
cable production? 
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We will gradually set up more industries in order to 
reach the stage of self-sufficiency in a well-researched 
and scientific manne... 


[Al-Qaysi] Electricity still has not reached a number of 
villages in Saudi Arabia. How does Your Excellency 
explain this, especially in emergency cases? 


[Al-Zamil] Saudi Arabia lived through an emergency—the 
Gulf war—which could be considered to have been an 
extremely difficult circumstance. In that emergency, Saudi 
Arabia proved how strong its basic utilities were, whether 
electricity, telephones, or other utilities. Electricity was 
never cut off during the war, but rather was available 
wherever it was needed. As for the matter of providing 
electricity for all villages and agricultural settlements, the 
fact is that snore than 92 percent of all of Saudi Arabia's 
cities, villages, and agricultural settlements have power. 


Right now we have a program called the “generator 
program.” It is by means of this program that some 
remote agricultural settlements are borrowing electricity 
generators that belong to the Ministry. This program 
actually has to deal with great difficulties, because it is 
hard for the parties who borrow the generators to operate 


- and maintain them, and this results in a lot of problems. 


Definite conditions are attached to obtaining the gener- 
ators. Any agricultural settlement using a generator has 
to have at least 20 residences and some basic institutions 
such as schools or a mosque. These generators are 
distributed according to need and priorities, and not 
every request can be complied with in a short period of 
time. 


[Al-Qaysi] How has Saudi Arabia been able to maintain 
its strong economy in spite of the fact that it has had to 
deal with numerous crises, including such things as the 
brutal Iraqi invasion of Kuwait and the sharp decline in 
oil prices, and in spite of the fact that the process of 
growth, development, and modernization is still going 
on and requires certain well-thought-out expenditures? 


[Al-Zamil] In fact, the Saudi economy has gone through 
various phases and has met with obstacles. We had, for 
example, the Iraqi invasion of Kuwait and the conse- 
quences of this brutal invasion. Saudi Arabia had very 
great commitments to contend with as a result of this 
invasion that called for total expenditures of billions of 
dollars. These commitments directly affected the 
nation’s economy and budget. At the same time there 
was a sharp decline in oil prices. The wisdom and 
directives of King Fahd constituted the main guideline 
for overcoming these difficulties. They were tremen- 
dously effective in correctly steering the ship of Saudi 
Arabia’s economy. I believe that this year’s budg:: has 
quite clearly demonstrated to the world that King Fahd’s 
government is determined to wipe out the negative 
effects of the situation as well as the consequences of the 
Iraqi invasion and the decline in oil prices. The budget 
has shown that the state itself is beginning to cut out 
unnecessary expenditures and concentrate on services 
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that are important to our citizens. The budget has 
provided the world with a comprehensive indicator 
concerning Saudi Arabia’s intention to reduce its deficit 
to the lowest possible level. This is a reflection of the 
decision made to have the budget be 20 percent lower 
than last year’s budget. 


In his orientational speech on the occasion of the publi- 
cation of the budget, King Fahd said that the exchange 
rate of the riyal would not be affected and that its value 
would not go down. These measures taken in accordance 
with King Fahd’s guidance will strengthen our economic 
situation both domestically and abroad. 


[Al-Qaysi] Many factory owners are complaining about a 
lack of incentives provided to them by the state, for 
example, hooking up electrical service to the plants. This 
forces them to spend huge amounts of money to obtain 
such service, as in the case of the second industria! city in 
Riyadh. What are your comments about this? 


[Al-Zamil] The plants in the second industrial city in 
Riyadh really did have to deal with an electricity 
problem, since the city had only one transformer station. 
But due to the huge increase in demand by the industri- 
alists, an urgent need arose to construct another trans- 
former station. Actually agreement was reached to con- 
struct two stations—one of them during the second 
phase, and the other one during the third phase. Con- 
struction of the second phase’s station will be completed 
in the upcoming month of Shawwal [April and May of 
this year]. Furthermore, the third phase’s station will be 
put into operation four months after that. 


After these stations have been put into operation, the 
plants will no longer have an electricity problem. At this 
point I would like to indicate that the number of plants 
affected by the power problem do not total more than 
two or three. The other plants are still in the construction 
phase or else are just now being completed, and thus 
have not yet reached the production phase. God willing, 
the electricity problem will be solved before these plants 
reach the production phase. 


[Al-Qaysi] Industrial and economic analysts are of the 
opinion that Saudi Arabia has made great strides in the 
field of consumer industries and aspires to create indus- 
tries involving inventions and discoveries. But there is 
no guidance in the field of investment industries such as 
the spare parts industry for vital enterprises like the 
desalinization plants and others which, if they ceased 
operations, would bring the country’s economic activity 
to a halt. What are Your Excellency’s comments about 
this? Does the Ministry have guidance to offer the 
investment industries? 


[Al-Zamil] In spite of the great efforts being made by the 
[industrial] exhibits, Saudi industries still are not suffi- 
ciently well known. There is no doubt that our industry 
is growing in normal fashion, and in accordance with the 
needs of the market. At first the orientation was toward 
consumer goods. We began producing them according to 
the same specifications found in imported goods. Many 
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of the people who own enterprises that produce goods 
wcre Originally importers who then became industrial- 
ists, and this is an encouraging trend. In the case of many 
products, our Saudi citizens believe that they are 
imported, 2d it is only after using them that they 
discover that they were made in Saudi Arabia. 


This enormous process took place gradually until it 
reached the point where we now have an industry that is 
on the highest of levels. This is something that earned the 
admiration of the Greek minister of industry when ! 
accompanied him on a visit to the Isma’il Abu-Dawud 
plant, which makes disposable children’s diapers in 
Jeddah and which is considered to be one of the world’s 
four largest plants in this field. 


There is a clear trend in the direction of investment 
industries. This was clearly in evidence in Ri:adh’s first 
engineering industries exhibit that opened recently, dis- 
playing the products of many investment industries. For 
example, we have two very advanced plants in al-Jubay! 
and Yanbu’, which were constructed via a Saudi-Italian 
partnership. These two plants produce many parts that 
go into the components of industrial plants. Here | 
would like to point out that [the components of] many of 
the SABIC [Saudi Arabian Basic Industries Corporation] 
plants and their expanded units were manufactured in 
Saudi Arabia. Also, the spare parts that used to be 
imported are now being manufactured domestically. At 
the present time there is a clear trend in the direction of 
manufacturing these semi-finished products. The Min- 
istry is encouraging this trend, which saves our country 
huge amounts of money and also contributes toward 
transferring high technology to our nation. So there is an 
obvious effort being made to concentrate on beginning 
the process of constructing plants that will produce 
industrial spare parts in various fields. 


[Al-Qaysi] There are initial indications conceriung the 
construction of a plant in the eastern region to manufac- 
ture tires for vehicles. As Your Excellency knows, the 
tire-producing industry requires big quantities of water. 
To what extent is such an enterprise useful to us in light 
of the fact that the Arabian Peninsula is experiencing a 
water shortage? 


[Al-Zamil] There is a study and a plan coi cerning the 
construction of a tire plant. God willing, | hope this 
project will become a reality, especially since SABIC, la: 
month, began producing the raw materials, i.e., synthetic 
rubber. 


As for the consumption of water, the fact is that most of 
the consumption will be covered by the recycling 
method. In other words, the same water will be used 
again, and purified water will be used in the cooling 
process. This means that it will be possible to use 
purified sewage water in this process since it is not a 
manufacturing process, but is instead basically a cooling 
process. 


Riyadh and Jeddah both have complete sewage water 
purification plants, and this water is used in the cooling 
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process. The result is that fresh drinking water is used 
only in the food and medicine industries, On the strength 
of this one can say that the tire industry uses purified 
water, via recycling, and thus does not consume large 
quantities of water. 


[Al-Qaysi] We see that Saudi industry has made great strides 
that have been first-class. But the industrialists and busi- 
nessmen have been complaining a lot, even though they are 
earning lots of money without providing the nation with 
anything in return—such as training Saudi personnel and 
other activities that serve as an impetus for the wheel of 
progress. What is Your Excellency’s opinion about this? 


{Al-Zamil] There is no doubt that the industrialists and 
others are constantly being asked to include the interest of 
our nation among their priorities. The basic issue is 
perhaps that an employee, whether he be in the industrial 
sector or some other sector, not forget that it is his job to 
serve his country, whether this be by making the jobs of 
[Saudi personnel] easier for them or by training them, in 
accordance with available capabilities. In all frankness I 
must tell you that the proportion of Saudis working in the 
industrial sector is higher than the proportion of Saudis in 
any other sector. Even so, I am not satisfied with what this 
proportion is. I hope that our industrialists will intensify 
and concentrate their efforts on attracting young Saudis 
and a Saudi work force. Actually this is a trend that has 
begun to take shape. The Ministry has begun to intensify 
its efforts, together with the various industrialists, to help 
Saudi citizens in various fields. Of course, the proportion 
of Saudis in the big plants is a high one. Most of the 
technical workers in SABIC are now Saudis. | remember 
when we began working with SABIC, the first thing we did 
was to hire 1,400 young secondary school graduates and 
persons who had completed qualification courses. We 
concentrated on giving them technical training inside 
Saudi Arabia, in cooperation with technical institutes. 
Then we sent them to the United States, Europe, and 
Japan for training in technical professions and vocations. 
When they returned, they proved their efficiency and 
capability, and they came to have a special status in 
al-Jubavyl and Yanbu’. After that there was no need to send 
people abroad for training. The training and education is 
now done in Saudi Arabia. 


I believe that gradually—and we can benefit from the 
experience of SABIC in this realm—the time will come 
when we will see young Saudis occupying their place in all 
realms of industry. Of course the Ministry, constantly and 
on every occasion, is urging businessmen to open their 
doors to young Saudis to become affiliated with industry. 


[Al-Qaysi] Everything has both its positive and negative 
aspects, and three negative aspects concerning the Min- 
istry of Industry are the following: 


|. The foreign work force in our small industries constitutes 
95 percent of the work force. Why are there no particular 
clauses that stipulate the granting of licenses, which 
require their recipients *o hire a certain percentage of 
Saudi e.nployees? 
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2. There are industrial projects for which licenses have 
been granted, but they have not been exploited and 
remain merely ink on paper. Why are such licenses not 
taken back and then given to other citizens who are 
capable of implementing such projects? 


3. Plots of land in the industrial areas have been granted 
to investors for them to set up plants there, but some 
of them have then sold the land. What about this? 


[Al-Zamil] Concerning the first question, a job seeker 
naturally prefers that his job be in the large- and 
medium-sized industries, rather than in the small indus- 
tries, because of the advantages that would be offered to 
him. The Ministry is encouraging such people to become 
affiliated with any industry. But they do have freedom of 
choice. The important thing is that there be a job 
opportunity. 


As for your second question, I would like to point out 
that the Ministry, after granting a license for any project, 
follows up on that project, and if the project is not 
implemented, it is very easily cancelled. 


And as for your third question, the sale of land in such 
cases is considered to be a violation and a punishable 
offense for anyone who commits this violation, whether 
he is a buyer or seller, because it is rented land and not 
allowed to be sold. 


Naturally there are exceptions, such as when the propri- 
etor of the project has already built installations on the 
land, put equipment and machinery there, but, for some 
reason, was not lucky or successful with his project. In 
such a case he has the right to recover the amount paid 
for the buildings and equipment. But the actual sale of 
the land is a punishable offense. 


Imports From Gulf Reach $775 Million First Half 
of 1994 


94AE0079B London AL-HAYAH in Arabic 23 Dec 93 p 10 


[Text] An official in the Saudi Ministry of Finance and 
National Economy has reported that the totai value of 
Saudi imports from the GCC nations (both nationally- 
produced goods from the Gulf nations as well as re- 
exported goods) during the first half of the current year 
was 2.898 billion riyals [R] ($775 million), resulting in 
an increase of 12.6 percent. The value of national Gulf 
goods imported (38.5 percemt) totalled R1.116 billion, 
whereas the re-exported foreign goods from the Gulf 
nations comprised 61.5 percent. 


The source, in a statement distributed by the SAUDI 
NEWS AGENCY, said that the value of Saudi nation- 
ally-produced goods, as well as re-exported goods 
exported to the GCC nations, during the first half of the 
current year totalled R1.943 billion, representing a 
decrease of 4 percent compared with the same time 
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period in 1992. Of this total, R1.739 billion were nation- 
ally-produced Saudi goods, comprising 89.5 percent of 
Saudi Arabia’s total exports to the GCC nations, whereas 
the re-exported foreign goods constituted 10.5 perceni. 


The UAE [United Arab Emirates] occupied first place in 
the list. Total Saudi imports from the UAE during the 
first half of the year amounted to R1.903 billion, repre- 
senting an increase of 11.6 percent compared with the 
same time period in 1992. This accounted for 66 percent 
of the total value of the Saudi imports. The value of the 
foreign re-exported imports was R1.402 billion, com- 
prising 72.7 percent uf the total. 


Saudi exports to the UAE totalled R772 million, repre- 
senting an increase of 4.3 percent. 


Bahrain was in second place. Total Saudi imports from 
Bahrain amounted te R424 million, representing an 
increase of 24 percent compared with ihe same time 
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period last year. Saudi exports to Bahrain decreased 34 
percent, having totalled only R229 million. 


Next on the list was Kuwait, the value of whose exports 
to Saudi Arabia increased 57 percent. Saudi Arabia 
imported a total of R295 million worth of goods from 
Kuwait. At the same time, the value of Saudi Arabia’s 
exports to Kuwait decreased 22 percent, having totalled 
R675 million during the first half of the current year. 


The value of Saudi Arabia's imports from the Sultanate 
of Oman increased 4.6 percent during this time period. 
Saudi Arabia imported a total of R72 million worth of 
goods from Oman, whereas Saudi expurts to Oman 
totalled R115 million, representing an increase of 17.3 
percent. 


The value of Saudi imports from Qatar during the first 
half of the year was R202 million, whereas total Saudi 
exports to Qatar comprised R151 million. 
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Budgets, Income, Expenditures Over 26 Years 
04AE0074A Jeddah ’UKAZ in Arabic 4 Jan 94 p 17 


[Article by Ahmad Abu-al-Hasan Zard, Information 
Bureau: “New Budget Announced; Legacy of Previous 
Budgets: A Solid Economy and A Comprehensive Devel- 
opmental Renaissance’’] 


[Text] The announced budget for the new Hijra [H] year 
1414/1415 [1993/94] underscores the solidity and via- 
bility of the Saudi economy, despite world developments 
and conditions that envelop it. The most important such 
developments are lower oil prices, the difficulties that 
the world economy in general is encountering that have 
impacted international economic conditions, and the 
increase in petroleum supply and its imports, which 
accounted this past year for 75 percent of the Kingdom’s 
total revenues. That decline in revenues has negatively 
influenced the GNP rate of growth in all sectors of the 
domestic economy whose growth this past year is put at 
1 percent (preliminary estimate). 


Meanwhile, the private sector grew by a comfortable 5. | 
percent. This rate emphasizes clearly indicates that the 
private sector continues to expand as a basic and strong 
bulwark of the development process. It is also an ‘ndi- 
cation of the continued growth of the absorptive capacity 
of the national economy thanks to private investments 
undertaken in the past few years. 


It is common knowledge that the Kingdom is undergoing 
a comprehensive developmental and cultural renais- 
sance in all sectors, with an equilibrium that reflects the 
genius of planning and the thoroughness of performance 
at all levels continues day after day. The factors of 
goodness and development never cease diligent action, 
and the forces of habilitation are tireless. 


The general budget, with its facts and figures, embodies 
the sincere efforts of the government of the Custodian of 
the Two Holy Mosques to boost the advancement and 
improve the quality of life of the citizenry; [so much so 
that] the Kingdom leads the countries of the world in 
citizens’ standard of living. 


It goes without saying that the budget will be imple- 
mented in the form of tangible developmental and 
cultural accomplishments such as those monuments and 
fortresses of industry and the high standards of health, 
educational, social, cultural, and other services. All of 
this crystallizes in the form of economic stability, which 
is the reality of life in the Kingdom, that creates a proper 
and fitting environment and is one of the factors in 
attracting foreign investment. 


This study, therefore, focuses on the following points: 


the development of the state budget 

a careful review of previous budgets 
developmental accomplishments 

the role of financing institutions 

economic stability as a factor in attracting foreign 
investments. 


BUDGET TT 


Budgetary Development in the Kingdom 


The Kingdom’s interest in fiscal matters began early. 
The Directorate of Finance was created in 1346H 
[1927], was renamed a year later to be the Finance 
Agency, then became the Ministry of Finance by virtue 
of a Royal Decree issued on 3/4/1351H [1932]. The first 
budget ever was issued that year, during the reign of the 
late King ’Abd-al-’Aziz. The budget’s term ran from | 
Sha’ban to 30 Rajab. The first budget had a value of 
106,442,544 Amiri piasters or the then equivalent of 10 
million silver riyals. The Kingdom’s revenues were then 
derived from pilgrimage, customs, alms, and Amiri land 
holdings. 


Revenues and expenditures, as dual budgetary compo- 
nents, were first used in 1367H [1948] and [when the 
budget] covered the period from Muharram to the end of 
Zul-Hijjah. The budget has been issued regularly since 
then, even though its timing varied every now and again. 
Later, Royal Decree No. 8 of 15 Jamadi-al-Awwal 
1378H [1959], based on Council of Minister's Decree 
No.48 dated 10/5/1378H [1959], mandated that the 
budget be issued on the first of Rajab, spanning the 
period to the end of Jamadi-al-A’khirah. 


The state’s budget was tied to the development plan from 
the year 1390/1391H [1970/71] when the first five-year 
plan began. Budget instructions [then] mandated that it 
be drafted in tandem with the development plan already 
approved by the Council of Ministers by virtue of Decree 
No.812 of 1390H [1970]. 


The Kingdom, in accordance with a decree of the 
Council of Ministers in 1407/1408H [1987/88], adopted 
a fiscal year that begins on 10 al-Jaddi (31 December) 
and ends on 9 al-jJaddi (30 December). In 1405/1406H 
[1985/86], the fiscal year used to begin in the middle of 
one Hijra year and end in the middle of the following 
Hijra year. 


A Review of Budgetary Figures in Past Years 


It is common knowledge that revenues and expenditures 
are major indicators that reflect the economy’s condition 
and strength. It is no secret that the Kingdom’s budget 
has undergone remarkable and tangible changes reflected 
in increasing revenues and escalating expenditures 
amounting to R3,485 billion for the period from 1390H 
to 1413H [1970-92]. 


It is be noted that public expenditures have grown 
noticeably from R6 billion in [fiscal] year 1389/90H 
[1969/70] to R298 billion in the year 1401/1402H [1980/ 
81] and to R196.95 billion in 1413/1414H [1992/93]. 
They stand at R160 billion in the budget of the new 
1414/1415H [1993/94] year. 


Revenues, on the other hand, climbed from R6 billion to 
R340 billion by 1401/1402H [1980/81] and amounted to 
R169.150 billion in 1413/1414H [1992/93]. 


It may be said that outlays for various services and 
sectors have continued to rise over the past ywo years 
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despite the circumstances experienced by the region, as 
indicated by the [following] cursory review of maior 
budgetary allocations. 


Defense and security appropriations rose from R54.300 
billion in 1412/1413H [1991/92] to R61.636 billion in 
1413/1414H [1992/93]. Education received R31.100 bil- 
lion in 1412/1413H [1991/92]; rising to R34.093 billion 
in last year’s budget. Allocations for health and social 
development climbed from R12.200 billion in the 1412/ 
1413H [1991/92] budget to R14.087 billion in last year’s 
budget. Allocations for transportation and telecommu- 
nications grew from R8.300 billion in 1412/1413H 
[1991/92] to R9.078 billion last year. Allocations for 
economic resource development expanded from R8.000 
billion to R8.930 billion; local subsidies from R7.100 
billion to R9.176 billion; municipal services and water 
utilities from R6.300 billion to R6.980 billion; and 
infrastructure allocations from R2.100 billion to R2.095 
billion. Other allocations [dropped] from R51.600 bil- 
lion to R50.884 billion. 


Expenditures for secretariats, municipalities, and water 
utilities are estimated at R5,52698 billion in the fiscal 
year 1414/1415H [1993/94]. Allocations for mainte- 
nance and management contracts and approved con- 
struction projects are estimated at R43.000 billion. The 
22 general organizations authorities are to receive 
R28.000 billion and R387.413 million [as published]. 


Figures, as they say, are not cut and dry. Rather, they 
reflec: the economic state, including the various and 
numerous accomplishments in all fields, sectors, and 
agencies as the following facts would indicate: 


¢ The government extended some $70 billion in long- 
term soft loans to citizens and to companies in order 
to support domestic investments in agriculture, 
industry, housing, and the construction of private 
hospitals and hotels. Development funds will likewise 
make available some R7.870 billion in interest-free 
soft loans. [as published] 

e The hard currency balances of commercial banks in 
the Kingdom exceed $15 billion. 

¢ The Saudi riyal is stable in value and is covered by 
special hard currency reserves of more than $30 
billion. 

¢ The Kingdom’s foreign assets are valued at $72 
billion by the end of 1417H [1996], according to IMF 
sources. 


Accomplishments in Development 


Industry. 


The number of operatirg licensed factories increased 
from 199 in 1390H [1970] to 2,036 in 1413H [1992], in 
which R138.5 billion has been invested. 


The number of food industries multiplied during the 
1401-1413H [1980-92] period from 150 to 320. These 
industries produce milk and milk products, cereal and 
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olive products, fodder and carbonated water products, 
drinking water, meats, fish, sweets, and dates. 


Food processing plants account for 16 percent of all 
factories in the Kingdom. Investments in that sector are 
estimated at about R7.5 billion. 


The volume [value] of Saudi exports amounted to 
R3.700 billion [as published] by the end of 1413H 
[1992]. 


The Kingdom has eight industrial cities, covering a total 
area of 54.387 million square meters. Construction of 
those cities began in 1390H [1970]. Three of them were 
initially constructed at Riyadh, Dammam, and Jeddah 
followed by others at al-Qasim, Ahsa’, Mekkah, and 
Baridah. The cost of those cities exceeded R! billion. 


Agriculture. 


The state encourages citizens to plant the reclaimed land 
it has disbributed to farmers over the years—an amount 
of 1.8 million hectares of farm land. This helped increase 
the size of cultivated land from five million hectares to 
1.4 million hectares by the year 1412/1413H [1991/92]. 


That strategy has produced outstanding results. The 
production of wheat set a record of 4 million tons. The 
number of wheat farms has increased by 37 percent since 
1407H [1986]. The standard of crops delivered to the 
Granary Grinding Authority—which is responsible for 
purchasing the crops—has improved at the rate of more 
than one-half [as published]. 


Self-sufficiency has been reached in fish and most vege- 
tables, fruits, eggs, birds, poultry, and dates. The 
Kingdom is one of the major date producers, with an 
annual production of 600,000 tons, most of which is 
exported to Muslim countries and the remainder con- 
sumed domestically. 


The Desalination Station 


The daily capacity of water desalination stations 
expanded from 5.1 million gallons to 502 million gallons 
by 1413H [1992] in order to supply the water needs of 
the citizenry. The volume of water used for irrigation is 
estimated at 12,322 cubic meters annually. The King- 
dom’s output of desalinated water accounts for 30 per- 
cent of world production and ranks first world-wide. 


Telephones 


The number of operating telephone lines increased from 
39,000 in 1390H [1970] to about 1.45 million in 1413H 
[1992]. The cost of local calls, amounting to R500 
million annually, is absorbed by the state now that such 
fees have been abolished by a resolution of the Council 
of Ministers at its meeting on 20/9/1412H, coinciding 
with 23/3/1992 AD. 
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Electricity 


Power generating capacity expanded from 418 mega- 
watts, serving 316,000 subscribers, to about 21,000 
megawatts, serving some 15 million beneficiaries 
throughout the Kingdom. 


Education 


The number of schools and colleges increased from 
3,107 in 1390H [1970] to 19,631 in 1413H [1992]. The 
total number of male and female students at all levels of 
education in ti.e Kingdom grew at the annual rate of 8.7 
[percent], from 547,000 in 1390H [1970] to about 2.5 
million in 1413H [!992]. 


The number of non-university studenis increased from 
528,000 males and females in 1390H [1970] to 3.397 
million in 1413H [1992]. The number of male and 
female university students rose from 8,000 in 1390H 
[1970] to 140,000 in 1413H [1992]. The number of 
universities increased from three in 1390H [1970] to 
seven universities and 14 girls’ colleges in 1413H [1992]. 


Health 


The number of hospitals increased from 74 hospitals and 
591 primary health care centers in 1390H [1970] to 272 
hospitals and 3,154 primary health care centers in 
1413H [1992]. The number of hospital beds in the 
Kingdom increased from 9,000 to more than 41,000 in 
1413H [1992]. This figure includes Ministry of Health 
hospitals, whose beds increased from 7,165 to about 
26,900. The number of physicians rose from 1,172 to 
26,153 and the number of nursing staff members like- 
wise increased from 3,261 to 53,871 male nurses. The 
number of technical assistants rose during the same 
period from 1,741 to 29,758. 


Athletics 


They say that a sound body begets a sound mind, 
prompting the Kingdom’s government to provide all 
kinds of incentives and encouragement for athletes and 
athletics. As a result, the number of gymnasiums 
increased from 53 in 1390H [1970] to 164 in 1413H 
[1992]. Athletic federations increased from five to 20. 
Nineteen youth houses, five neighborhood playgrounds, 
17 athletic and cultural centers, nine literary clubs, nine 
stadiums, two permanent youth camps, and 24 club 
athletic facilities have been constructed and were oper- 
ational by the end of 1413H. 


Road and Telecommunications Networks 


The network of paved roads grew from 8,021 km in 
1390H [1970] to more than 41,000 km in 1412H [1991], 
thereby connecting all cities and most villages in the 
Kingdom with a network of two- or multi-lane paved 
roads. The network of dirt roads likewise grew 25-fold 
from 2,500 to about 93,000 square km. The number of 
quays at Saudi ports increased from 27 in 1395H [1975] 
to 179 by 1413H [1992}—of these, industrial ports 
account for 45 quays. 
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The Role of Financing !nstitutions 


Numerous financing institutions play a developmental 
role in order to fulfill the desires of residents and raise 
the standard of services by supporting and energizing 
construction, installation, and housing habilitation. 
Those institutions are the Agricultural Bank, the 
Lending Bank, the Real Estate Development Fund, and 
the Industrial Development Fund. 


As an example: The Saudi Arabian Agricultural Bank has 
distributed as grants a total of R5 million since it was 
founded in 1384H [1964] through the year 1410/1411H 
[1989/90]. The cumulative aggregate of bank grants to 
farmers amounts to about R9.1 billion for the period 
from 1393/1394H [1973/74] to 1410/1411H [1990/91]. 


From its foundation until the year 1412H [1991], the 
Lending Bank has extended more than 155,500 loans for 
marriage purposes as well as R3.964 billion in general 
loans to 278,186 beneficiaries. 


The cumulative aggregate value of loans extended by the 
Real Estate Development Bank since it was established 
in 1395H [1975] until the year 1412H [1991] amounted 
to R103.277 billion to finance the construction of 
483,475 housing units. 


The Industrial Development Fund, since its creation in 
1394H [1974] and until the end of the fiscal year 
1411/1412H [1991/92], made available mure than R13.9 
billion. The Fund is primarily concerned with industrial 
development in the private sector. 


Economic Stability As A Factor in Attracting Foreign 
Investment 


The Kingdom enjoys the advantages of a vibrant 
domestic market and notable economic prosperity, 
making it an attractive destination for foreign invest- 
ments. That, in itself, indicates that the Saudi economy 
enjoys world confidence. International reports show that 
$20 billion in investments has flowed into the Kingdom 
in recent years. It is common knowledge that the King- 
dom’s economic climate is what encouraged investors to 
boost their investments. Inducement incentives include 
the potential for obtaining Industrial Development Fund 
loans amounting to as much as 50 percent of project 
costs, not to mention the availability of economic, tech- 
nical, and managerial assistance from the Fund. Imports 
required for industrial projects are totally free from 
customs duties. Such imports include machinery, tools, 
equipment, apparatuses, spare parts, and semi- 
manufactured primary raw materials. Foreign capital 
enjoys all the privileges of domestic capital in order to 
protect and support domestic industries. Furthermore, 
industrial and agricultural projects financed [in part] by 
foreign capital are forgiven certain income taxes for a 
period of 10 years provided that domestic capital 
accounts for no less than 25 percent of the [joint] 
venture. 
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There are numerous advantages, incentives, and facilities 
aimed at promoting investment in the Kingdom. 


The new budget therefore underscores the absorptive 
capacity of the Saudi national economy and proves to all 
that the faithful sons of this land are capable of over- 
coming obstacles with profound faith and deep determi- 
nation to achieve desired goals. 





Development of State Budget Allocations 



















































































Year Revenues Expenditures 
(million riyals) (million riyals) 

1389/1390H [1969-70} 5,966 5,966 
1390/91 6,380 6,380 
1391/92 10,782 10,782 
1392/93 13,200 13,200 
1393/94 22,810 22,810 
1394/95 98,246 45,743 
1395/96 95,847 100,935 
1396/97 100,935 131,296 
1397/98 146,493 134,254 
1398/99 130,000 144,558 
1399/1400 160,000 180,259 
1400/01 261,516 245,000 
1401/02 340,000 298,000 
1402/03 313,400 313,400 
1403/04 260,000 260,000 
1404/05 260,000 260,000 
1405/06 200,000 200,000 
1406/07 200,000 200,000 
1407/08 117,280 170,000 
1408/09 10,300{sic} 141,200 need text 
1409/10 116,000 141,000 
1410/11 118,000 143,000 
140/12 118,000 143,000 
1412/13 151,000 181,000 
1413/14 169,050 196,950 
1414/15 160,000 160,000 
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[Report by Yusif al-Zaman, ‘Ali al-Shahri, and Husayn 
Bilharith in Dammam; Ahmad al-Daws in al-Madinah; 
Khalid al-Juhaymi and Mani’ al-’Asari in Riyadh; ’Abd- 
al-Khaligq al-Ghamdi in al-Bahah; Ibrahim al-Dubaysi in 
Yanbu’; and ’Abdallah al-Rowayli and ’Ali Badir in 
Tabuk: “Noted Economists and Businessmen: The 
Budget Confirms That Our Economy Is Capable of 
Meeting its Challenges”’} 
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[Text] Senior economists and businessmen continue to 
express their views and impressions of the Kingdom's 
budget for the 1414/15H [Hijra] [1993/94] fiscal year. 


They emphasized that the new budget confirms that the 
Saudi economy is capable of facing up to the realities of 
the present and of adapting to new developments. 


They say that the budget allows the private sector an 
opportunity to contribute effectively to the process of 
development. Following are the views they expressed to 
"UKAZ AL-IQTISADI. 


Facing Reality 


*Abd-al-Rahman al-Juraysi, chairman of the Council of 
Saudi Chambers [of Commerce] and chairman of the 
board of the Riyadh Chamber of Commerce and 
Industry, began by emphasizing that the budget for the 
new 1414/15H fiscal year confirms that the Saudi 
economy is capable of facing up to the realities of the 
present and of adapting to new developments. The 
Custodian of the Two Holy Mosques, may God save 
him, has enunciated, concisely and with great clarity, the 
economy’s current state of affairs and its correlation to 
world developments leading to softening oil prices, espe- 
cially the increase in oil supply and the depressed value 
of the dollar, which is the major currency in which oil 
transactions are denominated. 


Al-Juraysi added that the new budget entails important 
economic indicators, such as: 


¢ The acumen of the Kingdom’s economic policy, 
which focuses on the diversification of the sources of 
national income as the main thrust of all past, present, 
and future development plans. This policy has been a 
complete success. Thanks to rising GDP in all oil and 
non-oil economic sectors, the rate of GDP growth in 
non-oil sectors has been five times higher than its rate 
of growth in the oil sector over the past 20 years. The 
rate of GDP growth was 377 percent in non-oil sectors 
compared with only about 75 percent in the oil sector. 

¢ The solidity and strength of the Saudi economy and 
its continued growth, despite adverse world economic 
conditions that have impacted most countries of the 
world, including the advanced nations. For instance, 
the rate of economic growth declined in the 24 OECD 
[Organization for Economic Cooperation and Devel- 
opment] states from 1.5 percent in 1992 to 1.1 per- 
cent in 1993; in the United States from 2.4 percent to 
1.5 percent; and in Japan from 1.5 percent to 0.5 
percent. 

¢ Confirm, at the highest official level, the stable value 
of the national currency, the Saudi riyal, which the 
state has not devalued as several other nations have. 
That Royal Majestic confirmation by the King will 
play a fundamental role in strengthening the national 
economy and in maintaining the confidence it has 
earned over the year. 

¢ Underscore confidence in the private sector and its 
growing role in attaining development plan objec- 
tives. By casting it into the leading role to carry out 
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projects, the private sector will be inspired to attain 
more objectives, especially as the state’s appreciation 
of and confidence in businessmen begets more giving 
and loyalty to the motherland. 

¢ Continued state support of development projects. In 
contrast with other budgetary appropriations, alloca- 
tions for development funds were only very imper- 
ceptibly lowered this year by no more than 2.5 per- 
cent. They stand at 7.8 billion riyals [R] compared 
with R8 billior in last year’s budget. This is a funda- 
mental factor and a strong incentive for the continued 
blossoming of the private sector and for encouraging 
citizens to invest in development projects with soft 
loans they secure from those funds. 

¢ The stability of prices in the Kingdom, despite the 
increase in world prices, means that the standard of 
living will continue at its high level. The cost of living 
in the final month of 1993 was only 1.8 percent higher 
than the same month a year earlier—a very small 
increase. 


The chairman of the Council of Saudi Chambers and of 
the Riyadh Chamber of Commerce and Industry empha- 
sized that the Saudi economy, with all its sectors and 
segments, is capable of persevering; nay, of taking off to 
achieve more growth. There is no better proof of that 
than its success in competently and efficiently handling 
the crises it has encountered, especially the oil price 
crisis in the early eighties and the Iraqi invasion of 
Kuwait crisis and its aftermath in the early nineties. 


Less Dependence on Oil 


Dr. ‘Abdallah al-Hamad, managing-director of the Arab 
Institute for City Development, said that the three royal 
decrees, the remarks of the Custodian of the Two Holy 
Mosques, and the Ministry of Finance statement that 
detailed state budget revenues and expenses for FY 
1414/15H (1994), confirm existing confidence in the 
Saudi national economy and bring all the facts to the fore 
amidst changing world and regional developments, espe- 
cially the decline in oil prices and budget shrinkage to 
R160 billion. This is 30 percent below the previous 
budget, but it also means that the deficit gap has been 
bridged. It is proof positive that the state, represented by 
the Ministry of Finance and Economy and all other 
relevant agencies, under the leadership of the Custodian 
of the Two Holy Mosques, constantly monitors the 
course of the national economy. 


He pointed out that the Custodian of the Two Holy 
Mosques emphasized two points in his brief remarks on 
that historic occasion: the importance of safeguarding the 
strength of the national economy within the limitations of 
available financial resources, and commitment to preserve 
the current value of the riyal without revaluation. 


He added that those who examine the budget will find 
that it has taken all oil market swings and price fluctua- 
tions into consideration. 


The Ministry of Finance statement made it clear that 
there was some tangible decline in dependence on oil, 
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which now accounts for 75 percent of revenues. This will 
be the focus of the sixth development plan. It also made 
it clear that the private sector has realized tangible 
growth of 5.1 percent. 


The budget set aside K43 billion for expenditure on 
management contracts and previously authorized con- 
struction projects. The lending funds, be they agricul- 
tural, industrial, or real estate, and the Lending Bank, 
were allotted 7.8 billion [as published]. All of that would 
bolster confidence in the national economy. 


The great significance of issuing this year’s budget on 
time will be apparent once we realize that several coun- 
tries have actually taken to monthly or extended budgets. 


He emphasized that the timely announcement of the 
detailed state budget underscores the Kingdom's ability 
to adapt to developments, despite the extraordinary 
difficulties encountered by the world and by the region, 
of which the Kingdom is a part. The Kingdom has 
confronted the greatest crisis in history during the Iraqi 
invasion of Kuwait and has shouldered the greatest of 
burdens as a result. Difficult times continued with the 
substantial softening of oil prices as they set record lows, 
in addition to fluctuations in the world economy, the 
outcome of the GATT agreement, etc. And yet, the 
Kingdom was able to overcome those obstacles and to 
support the price of the riyal without revaluation. The 
Kingdom will continue on its course of security, safety, 
and stability and will persevere in adopting a market 
economy, economic diversification, and in expanding 
the private sector and boosting its effectiveness. 


Balanced Revenues and Expenditures 


Dr. Faysal Bin ‘Abdallah, vice chancellor of King Sa’ud 
University’s College of Engineering in Riyadh, believes 
that the Kingdom's budget, at R160 bil’ion, is of sub- 
stantial size, considering that the Kingdon has already 
completed big chunks of the country’s infrastructure. 


The budget this year is differentiated by balanced reve- 
nues and expenditures, which means that the state has no 
need to borrow. This is an important indicator of the 
Saudi economy’s strength and solidity. 


He added that, despite the state's financial burdens 
resulting from the Gulf war and from oil prices at record 
lows, budgets in previous years, and the new budget as 
well, have pledged continued effective and rational 
expenditures on building, development, and moderniza- 
tion. They have also been keen on maintaining subsidies 
to development funds, which remain the effective player 
in that respect. 


Indications of Riyal Stability 


Dr. Ibrahim Muhammad al-Qahti, professor of eco- 
nomics at King Fahd’s University of Petroleum and 
Metallurgy in Dhahran, believes that emphasis by the 
Custodian of the Two Holy Mosques on guaranteeing the 
stability of the Saudi riyal dinar [as published] as it now 
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stanc’s without revaluation is a positive indicator of our 
economy’s stability in all domestic and international 
respects and is a most eloquent response to the skepti- 
cism raised by some doubters. That, he added, gives 
strong impetus to both domestic and foreign investors. 


On how the private sector can contribute to GDP 
growth, lessen dependence on oil revenues, and diversify 
sources of national income, he said that now is the best 
time to enter into foreign partnerships, especially with 
Europeans. 


Private Sector Growth 


Salih Bin ’Ali al-Humaydan, deputy secretary general of 
Shargiyyah Chamber [of Commerce], believes that the 
most outstanding characteristic of the new budget is the 
substantial growth achieved by the private sector at the 
rate of 5.1 percent last year. That rate of growth is 
expected to go even higher, indicating that the state pays 
great attention to the private sector in order that it may 
perform its targeted role. 


Al-Humaydan anticipates higher private sector contribu- 
tion to the enrichment of our great country. We might 
perhaps notice that the state has lessened dependence on 
a single source of revenues. Oil is only 75 percent; other 
sources account for the remaining 25 percent. 


The state, as a service to citizens, will carry some R4.5 
billion in subsidies to municipalities and water utilities. 
The state diligently avoids [reducing] projects that would 
contribute to the citizenry’s quality of life. 


The Deficit Disappears 


Yusif "Abd-al-Sattar Maymani, councilman of the al- 
Madinah region; businessman Muhammad As’ad Shar- 
bini, managing director of al-Madinah Company for 
Investment; engineer Mustafa Muhammad Balul, man- 
aging director of Agriculture and Water in the al- 
Madinah region, businessman Sharif Nayif Bin Jaddum, 
and Tarif Husayn Hashim, secretary general of al- 
Madinah Chamber—all agree that the absence of a 
budget deficit this year is a positive factor that embodies 
our economy’s ability to meet all developments and 
difficult challenges. 


Budget Stresses Lower Expenditure, Private Sector 
94AE0075C London AL-HAYAH in Arabic 3 Jan 94 p 9 


[Article by Sulayman Nimr: ““New Saudi Budget; Lower 
Expenditure, Developing Role of Private Sector”’] 


[Text] The 1994 Saudi budget shows a 20-percent reduc- 
tion in volume of expenditures, according to royal 
decrees issued by the Custodian of the Two Holy 
Mosques, King Fahd Bin-’Abd-al-Aziz. This was done in 
an emergency session of the Saudi Cabinet, chaired by 
the king and held on | January 1994. The 1994 budget 
was allocated 160 billion Saudi riyals [R] (approximately 
$42.66 billion). 
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The substantial reduction in the Saudi budget is due to 
the sharp decline in oil prices during the past three 
months. The price per barrel is less than $13, and this 
has affected the amount of Saudi revenues. King Fahd 
referred to this in his speech on the occasion of issuing 
the budget. He said that the oil economic situation and 
the drop in world oil prices, resulting from increased 
supply, has affected Saudi income, which has been 
reduced from what it used to be. 


However, the Saudi king expressed his expectations that 
the present oil situation would not continue as it is now 
and that “this situation will change at < not far distant 
time, God willing, if all oil producing countries sincerely 
cooperate. We hope that this will be achieved.” 


King Fahd stressed the importance of maintaining the 
strength of the Saudi economy “within the bounds of 
available resources.”” He gave support to the value of the 
Saudi riyal, when he stressed the commitment to pre- 
serving its value, which has not changed since 1986. 


It was noted in the Saudi budget decrees that no refer- 
ence was made to the true volume of estimated state 
financial revenues during 1994. On the contrary, the 
Ministry of Finance’s statement was content to say that 
“estimated revenue for governmental expenditure is 
R160 billion.” This means that the Saudi Government 
will achieve a balance between estimated income and 
spending in the new budget by borrowing, and that the 
value of the deficit that the Saudi budget will experience 
has not been determined because of the fluctuating oil 
prices. This has prevented many countries that are 
dependent on oil for their revenue from determining the 
size of their financial income. It is said that Saudi Arabia 
depends on oil profits for 75 percent of its income. 


Last year’s budget, totalling R197 billion or $52.5 bil- 
lion, had a deficit of R28 billion ($7.4 billion). The Saudi 
Government was forced to borrow from local banks by 
using development bonds to cover last year’s deficit. 


It was noted in the decrees for the new Saudi budget that 
they did not refer to details of expenditures scheduled for 
each sector, such as the education, health, military, or 
security sectors. They only referred to expenditures 
allocated for ceriain governmental organizations, such as 
Saudi Airlines, and to expenditures for organizations of 
higher education and research centers, which totalled 
R6.3 billion. 


Despite the reduced spending in this year’s general 
budget, Saudi financial and economic circles have 
expressed satisfaction with its numbers, pointing out 
that it continues spending for operating contracts and 
construction projects authorized in the past. The sum of 
R43 billion was allocated for them. This shows govern- 
mental satisfaction vis-a-vis developing and increasing 
the role played by the private sector in local economic 
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activity, since this sector has achieved a 5.1-percent 
growth. This means that the reduction of governmental 
spending in this year’s budget will be compensated for by 
the growing economic activity of the private sector 
which, during the past two years, has proved its ability to 
play an important role in economic development in the 
Kingdom. This is especially true since the Saudi private 
sector has high liquidity capable of domestic investment, 
particularly in industry, agriculture, and real estate. 
Unofficial statistics estimate the private sector's 
liquidity at between $14 billion and $20 billion. 


Immediately after the Gulf war ended in 1991, Saudi 
markets experienced a significant influx into the private 
sector of Saudi capital. This capital had been abroad. 
This contributed considerably to the attainment of rea- 
sonable economic growth rates in Saudi Arabia which, 
last year, amounted to | percent, despite world economic 
circumstances and the decline in oil revenues. 


In the report of the Saudi Ministry of Finance con- 
cerning the fiscal situation with regard to the 1994 
budget, it stated: “The 1993 fiscal year saw a significant 
drop in world oil prices. Oil represents the state’s main 
financial resource, constituting 75 percent of total gov- 
ernment income. This decline in the rate of growth of the 
gross national product has affected all local economic 
sectors. The growth rate during the past year was | 
percent, as it was the year before that. This is the first 
report that will be audited and amended in light of final 
figures, after last year’s accounts are closed out. How- 
ever, if we look closely at one of the gross domestic 
product sectors, the domestic sector, we find that during 
1993, and according to initial estimates, its growth was 
satisfactory, and was estimated at 5.1 percent compared 
with last year’s rate. 


“This rate assures continuation of domestic sector 
expansion and its increased effectiveness. It also proves 
the continuing growth of the national economy's 
absorbing capacity, as a result of domestic investments 
during the past few years. 


“It is said that one of the main reasons for this improve- 
ment is price stability, because statistics measuring the 
costs of living show that they continued to be low. The 
annual increase in the last month of 1993 did not exceed 
1.8 percent, compared with the same month last year. 
This is a very low percentage compared with prevailing 
rates in most world countries. Statistics measuring living 
costs are obtained by compiling and recording the prices 
of all kinds of necessities of life, including housing, food, 
clothing, and any other requirements for life. This mea- 
suring statistic represents the rate of increase in all these 
sectors.” 


Saudi financial circles are hopeful that during the second 
half of this year there will be an improvement in world 
oil prices, if all producing states comply with the Gulf 
initiative announced during the Riyadh summit last 
month. In this initiative the Gulf states declared their 
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willingness to reduce their oil production levels, if 
producer nations will also comply with that. 


Balanced Budget Does Not Mean Contraction 
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[Report by Jamal Amin in Jeddah: “Kingdom's 
Balanced Budget Is Not A Contraction”’] 


[Text] At a time when most countries of the world, both 
developing and advanced, are suffering laggard eco- 
nomic performance, high inflation and unemployment 
rates, and lower standards of living as a consequence of 
continued world economic recession, preserving the high 
standard of living enjoyed by the Saudi citizenry in face 
of these world challenges is considered a grand medal 
that adorns the chest of this noble motherland. It is also 
an accurate indicator of the extent to which the leader- 
ship of this country, may God save it, is keen on paying 
the utmost attention to whatever is of interest to citizens 
in their daily lives. 


Ata time when the currencies of many advanced nations 
are tumbling, such as the U.S. dollar versus the Japanese 
yen and the collapse of the exchange rate of European 
currencies last August following the decline of the 
French franc and the pound Sterling—that collapse 
which prompted the Italian lira, the Spanish peseta, and 
the Portuguese escudo to leave the European exchange 
system.... 


At a time when all this is happening, maintaining the 
Saudi riyal’s value vis-a-vis the dollar and other world 
currencies is irrefutable proof of the strength and solidity 
of the Saudi economy in spite of all international and 
regional challenges. 


At a time when budget deficits are widening in many 
countries of the world—one such country is suffering a 
$200 billion deficit as a result of world economic reces- 
sion—there was earnest intent to prepare a balanced 
Saudi budget without a deficit for the first time in five 
years. Revenue and expenditure estimates balance at 160 
billion riyals [R], reflecting our astute government's 
insistence on positioning our economy at the head of the 
economies of the region and of the world as far as 
strength and rate of growth are concerned. It also reflects 
our astute government’s care to preserve the high stan- 
dard of living of citizens and residents, and [to protect it 
from] all inflationary measures or additional burdens on 
citizens. 


Comparative cost of living figures in the Kingdom 
indicate that it continues to be low. The annual increase 
in the last month of this past year did not exceed 1.8 
percent in comparison with the same month a year 
earlier [as published]. This rate [of increase] is very 
minuscule in comparison with most countries of the 
world, as the Ministry of Finance and National Economy 
pointed out in its statement accompanying the budget. 
Doubtless, there is no comparison between this rate and 
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the high rates of inflation, exceeding 20 or 30 percent in 
most cases, that are scorching numerous nations of the 
world around us. 


R160 Billion For What? 


[This is the] climate in which the Kingdom’s general 
budget for 1414/15H [1993/94] was issued. One may 
wonder wihiy budget estimates settled at R160 billion and 
no higher. The answer is summarized in the remarks 
made by the Custodian of the Two Holy Mosques in the 
recent extraordinary session held by the Council of 
Ministers to ratify the budget. 


He said, may God save him: “When preparing and 
debating this budget, care was taken, as it is every year, 
to take into consideration services to citizens and [to 
look after] their interests in all areas of administrative, 
educational, and health services.” 


This Is No Contraction 


World economic conditions and increased petroleum 
supply have [adversely] impacted world [oil] prices and 
depressed our country’s [oil] revenues even further. 


There was considerable softening of oil prices las* year. 
[Oil] is considered the main source of state income and 
accounts for 75 percent of total state revenues. 


This past fiscal year closed with crude prices at an 
average of $13.20, or a 40-percent drop from $22.00 at 
the beginning of last year. That was its steepest rate of 
decline in the past five years. 


It follows, therefore, that this factor would influence our 
revenue in the new budget. This is not to be construed as 
a move towards contraction, since development appro- 
priations were not affected. 


Our astute government has been keen on preserving the 
strength of the national economy within the limitations 
of available resources, and according to the dictate of 
acumen and discernment, without encumbering citizens 
with tax burdens as other countries do, and without 
impeding the course of development in this blessed 
country. 


The state had the option, and the right, to impose taxes or 
fees on citizens, residents, and businessmen, or on the 
services it offers gratis, in order to boost revenues, or at 
least to make up for this year’s shortfall in public revenues. 
But our leadership is always insistent on lightening the 
burden of citizens in order that they may enjoy a high and 
stable quality of life. It insists, at the same time, on 
providing the private sector with an opportunity to con- 
tribute effectively to the development process without 
limitations, impediments, or restrictions. 


This discerning state perception of the private sector’s 
role is in harmony and in tandem with five-year plan 
objectives of allowing this sector effective participation 
in the development process, as well as with world trends 
in this direction. 
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Preliminary estimates o. private sector performance last 
year indicate that it rose up to expectations and accom- 
plished close to a 5.1-percent rate of growth from a year 
earlier. That rate confirms the continued expansion of 
the national economy’s absorptive capacity thanks to 
private investments over the past few years. 


Solid Infrastructure 


These private sector accomplishments did not come out 
of thin air, but are rooted in the solid infrastructure 
deveioped by the state over the past 20 years at a 
generous expenditure of $900 billion (R3.375 trillion). 
This means that our economy is maturing. 


The state continues to make interest-free soft loans 
available in the new year to citizens and to investors in 
the fields of industry, agriculture, real estate, and 
lending, having appropriated $7.870 billion to the three 
development funds. 





Table Shows State Budget Development Over Past 5 Years 




















figures in billion riyals 
Year Expenditures Revenues 
1994 160 160 
1993 196.95 169 
1992 181 1S] 
1991 143 118 
1990 143 118 











Actual expenditures in the years 1990 and 1991 are estimated at 
472.360 billion because of additional costs incurred for the war to 
liberate Kuwait. 





Financial Strategy Addresses Area Development 


94AE0075E London AL-SHARQ AL-AWSAT in Arabic 
3 Jan 94 p 9 


[Article by Rashid Hasan: “Saudi Financial Strategy, 
Area Changes”’} 


[Text] The 1994 Saudi budget, by the nature of its goals 
and areas of concentration, is considered an important 
aspect of the Saudi Arabian financial strategy. This is 
because the most comprehensive and profound concept 
of budget ramifications, such as political spending, must 
not stop at the numbers only, but rather must consider 
far-reaching ramifications of many indicators, as well as 
local and international factors, on the Kingdom’s finan- 
cial strategy. Some of these realities were clearly raised in 
the new budget, and the influence of certain others will 
not lag far behind in the circumstances of the coming 
stage. 


One of the most important facets of the 1994 budget is, 
undoubtedly, the considerable cut in government 
spending (20 percent), which is down to 160 billion 
Saudi riyals [R] ($42 billion). In our view, this rate of 
reduction means a drop in expectations for the Saudi 
masses, in general, in the next few years while, at the 
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same time, creating a basis for permitting the Saudi 
Government once again to realize a surplus in the 
budget, which it can use to eliminate part of the general 
debt, currently estimated at 52 percent of the gross 
domestic product. 


The Saudi Arabian Ministry of Finance, if it wishes, can 
now maintain this rate of spending over the next few 
years, or increase it moderately, profiting from any 
improvement in oil prices and the Kingdom's oil reve- 
nues, in order to achieve a surplus to be used to reduce 
the debt and the cost of financing that debt. The Ministry 
of Finance has decided to use this option, or to combine 
it with other means to increase state revenues (such as 
privatization of certain public organizations), or 
stretching out the expenditures on certain “flexible” 
budget items, such as spending for defense systems, etc. 
However, the important thing is that lowering the level 
of spending will allow the Saudi Government to have an 
immediate response to the problem of oil prices and, at 
the same time, expand its ability to move in the future 
toward reviving the financial situation in light of the 
possibility of improvement in oil prices. 


It could perhaps be useful to repeat here what we said in 
a previous year, to the effect that the most important 
factor concerning the Saudi budget is that—despite its 
importance—it is no longer the singular event on which 
the future direction of Saudi Arabia depends. In fact, the 
budget used to be the decisive event in the first stages of 
the development process and in providing the infrastruc- 
ture. However, the Saudi state’s biggest accomplish- 
ments have been completed. In its efforts to lessen the 
citizens’ and businessmen’s dependence on the govern- 
ment, it has succeeded in making the budget just one 
among many factors that affect the economy’s move- 
ment. For two decades, the state itself has overseen, 
under King Fahd’s personal direction, the composition 
and growth of a domestic sector that increasingly 
expands and matures each year. Every means has been 
used to encourage it to play a leading role in stimulating 
the economy. Therefore, because of private sector invest- 
ments, we see the importance of the government's 
burden regarding the stimulation of the economy, 
becoming slightly smaller with each new budget. It is 
sufficient for us to look at the considerable growth in the 
Saudi financial market and the movement to capitalize 
organizations and companies, in order to realize the 
extent of basic development that has suddenly occurred 
in the country. In the past, the Saudi Industrial Devel- 
opment Fund, and its generous loans, was an indispens- 
able factor in the establishment of projects. Now, the 
fund has begun to finance its own projects and does not 
now cost the state any additional resources. Moreover, 
the ratio of its participation in providing subsidized and 
long-term financing is gradually lessening. Despite that, 
it has provided excellent opportunities for profit, cre- 
ating corporations specializing in investment and cre- 
ating projects through the increased participation of 
private capital without, at times, waiting to obtain any 
government financing. 
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This great vitality in private sector financing, which has 
been built on a foundation of confidence in political and 
economic stability, is developing a capital market whose 
liquidity adds tens of billions of riyals each year to the 
Kingdom's fixed capital. The amount of the capital 
market has recently reached nearly R200 billion. This 
figure significantly surpasses the amount of the govern- 
ment budget. 


We can also cite examples of significant growth in Saudi 
industry, with an increased exporting capacity for a 
number of industries in which the Kingdom has marked 
advantages (such as those that strongly rely on oil! and its 
derivatives), Furthermore, the increased growth in 
exports offers an excellent indicator of the growth of 
profit margins and marketing expertise of an increasing 
number of Saudi organizations and of the rise in com- 
petitive ability of the economy in general. This improve- 
ment is unobserved year after year, with the Saudi 
organizations benefitting from studies and mistakes in 
planning, thanks to the balanced protection which, 
although it provides additional strength to Saudi prod- 
ucts, does not exceed, or rather is generally less than, the 
advantages and protection applied in many nations, 
including those nations to which those products are 
exported. 


The increased vitality and effectiveness of the economy 
in general, and Saudi organizations in particular, is 
because of the development that the Saudi Government 
has been creating on their behalf. In time, this will allow 
the government to lessen many transitional burdens, 
which it accepted under the circumstances of applying 
development plans and giving the organizations—small 
and large—suitable time to learn the market game and 
become competitive under the aegis of appropriate 
cover. Without going into detail, areas of economizing in 
spending can be found either through privatization of 
several government assets, through more guidance being 
made available, represented in itself by a “hidden force,” 
or through unforeseen reserves in the Saudi economy, 
i.e., the state out of its continued generosity in subsi- 
dizing specific sectors has, for this reason alone, cards 
that it can use if necessary. In fact, we believe that it has 
begun to be possible to use these cards, because Saudi 
society is over its initial stages of protection and the 
“*stage of solicitude,” and has become ready to accept the 
facts as they are, as well as being more confident about 
dealing with them. 


If some of these domestic realities will help to redirect 
Saudi fiscal policy, there are also international develop- 
ments flowing in this direction. The current and future 
budgets will be prepared under completely different 
international circumstances than those that existed 
before the end of the Cold War and the collapse of 
regional alliances that it produced. 


A completely new situation has emerged from the war to 
liberate Kuwait, for example, which will require recon- 
sideration of policies and defensive strategies for Saudi 
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Arabia and other nations. Consequently, as has hap- 
pened in all Western countries, it might be reflected in a 
new look at defense and investment in regional security. 
Naturally, on this level, much depends on the path of the 
thorny negotiations aimed at reaching a joint settlement 
of the historic conflict in the Middle East and the 
opening of a new era of mutual coexistence, cooperation, 
and a redirection of the region’s wealth and priceless 
resources to growth and prosperity. 


Al-Qusaybi Denies Borrowing to Finance Deficit 
94AE0075B London AL-HAYAH in Arabic 23 Dec 93 p 10 


[Text] Dr. Ghazi al-Qusaybi, the Saudi ambassador to 
Britain, denied “categorically” the truth of reports cir- 
culated by the Western media concerning a Saudi Ara- 
bian effort to obtain loans to pay off the state’s general 
budget deficit. He asserted that “these reports have 
absolutely no basis in fact. There are no negotiations 
between Saudi Arabia and any Western or non-Western 
banking institution to obtain loans.” 


In an interview conducted by the Arab Department of 
the British Broadcasting Company (BBC) and broadcast 
on 17 December 1993, al-Qusaybi said: “The Kingdom 
has not requested any loans from international or finan- 
cial institutions.” He made it clear that the “only foreign 
loan that the Kingdom had previously obtained was $4.5 
billion. That amount was loaned to the Kingdom from 
abroad, and there is no other loan.” 


Regarding the deficit in Saudi Arabia’s general budget, 
al-Qusaybi said: “It is strange that people are discussing 
it now, when in the past six or seven years there has been 
a disparity between expenditures and revenue in the 
budget. The disparity was financed by domestic loans. 
That was no secret. The new matter is that the Kingdom 
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has had to defray huge amounts, estimated at $55 
billion, which were caused by the Gulf crisis. Despite 
that, it has been able to overcome the crisis.” 


As to the statement of sources of the Bank of Interna- 
tional Settlements, to the effect that up to November 
1993, Saudi Arabia had borrowed $2.2 billion, the 
ambassador said: “In recent years the International 
Setilements Bank has imposed standards for the per- 
centage of indebtedness, either domestic or foreign, as a 
kind of guideline, so that the percentage of indebtedness 
should not exceed 60 percent of the gross national 
product. The fact is that the Kingdom’s foreign and 
domestic debts, as the bank knows, has not even come 
close to 60 percent.” Al-Qusaybi reaffirmed that “the 
Kingdom’s foreign debts do not exceed $4.5 billion.” 


Ambassador al-Qusaybi said: “The Kingdom has not 
been waiting for anyone to express concern or to inform 
it about its responsibilities in this regard.” He added that 
the pressure of governmental spending is constant, refer- 
ring to the fact that it is within the context of the 
government’s desire not to do anything harmful to the 
citizens. 


In response to a question concerning a drop in individual 
income in the Kingdom, al-Qusaybi stated: “The true 
measure is measuring the percentage of inflation. | think 
that the rate of inflation in Saudi Arabia is one of the 
lowest percentages in the world.” Regarding the decline 
of oil prices and the influence of that on the Kingdom’s 
economy, the Saudi ambassador said: “I believe that we 
cannot be governed by the day-to-day price of oil. 
Certainly, OPEC will take measures to guarantee that the 
price of oil remains at a reasonable level. What happened 
this week must not, in any case, be a measurement for 
what the oil situation will be in the coming months.” 
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Study Recommends Smail Industry Saudization 
94AE0076A Jeddah 'UKAZ in Arabic 17 Jan 94 p 27 


[Analysis by Dr. *Abd-al-Malik Ibn-’Abbas Abu- 
Khashabah: “‘Saudization of Small Industries is Devel- 
opment’s Line of Defense; the Japanese Experience 
Confirms It’’} 


[Text] The development of any society is subject to its 
own hidden energies and capability to renew and 
progress. Small industries develop the private sector, 
depend upon local resources, and do not require special- 
ized skills. The revival in those industries satisfies the 
essential needs of society and provides it with job 
opportunities. 


There are successful examples of small industries in the 
advanced and developing countries; indeed, the promi- 
nent role of large-scale and giant industrial projects is the 
result of the development in production equipment 
produced by the contemporary scientific and technolog- 
ical revolution, and the accompanying evolution in 
industrial methods and management. None of this has 
affected the role played by small industries, which still 
help to achieve industrial development in particular, and 
comprehensive development in general, in most suc- 
cessful experiences in the world. 


The successful role of small industries in some industri- 
ally advanced countries such as Japan and Korea had a 
noteworthy effect on these countries’ economic growth; 
in fact, attention to these industries was the engine of 
comprehensive development in the industrial sector. 


Small Industries and Technological Development 


There are three major dimensions affecting the techno- 
logical development of small industries: 


1. Small industries and intermeshed sectors. 


The intermeshing of sectors in industry is achieved by 
“reciprocal credit” relations between large and small 
industries at the technological and technical aspect, 
this is, the main level, including integration relations, 
most importantly subcontracting. 


2. Small industries and the question of industrial and 
technological penetration, production equipment, 
which allow small- and medium-sized industries to 
take part in achieving this mission by the manufacture 
of electrical tools and appliances in general, and 
machine tool industries. 


3. Small technological industries suitable for self- 
sufficient development. Smali industries can be incor- 
porated into them through integrated science and 
technology courses starting with technological 
research and development (R&D), including the pri- 
mary and secondary industrial and engineering plan- 
ning process, and ending with the manufacture of 
technological goods. The course would focus on inno- 
vation, adaption, and development. 
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This can be illustrated by three basic concepts: 
Subcontracting. 
Machine Tool Industries. 
The role of research, planning, and manufacturing. 


Subcontracting 


Subcontracting consists of one company seeking out 
another to produce, at its expense, certain parts or 
components, or to do assembly or partial assembly of 
some of these parts and components, with the aim of 
incorporating them into a given product to be sold by the 
primary contractor. This usually occurs between large 
installations on one hand and small ones on the other. 
This provides a high degree of specialization, based on 
cooperation in production and investment decisions. 
From this relationship, the parent installation can exer- 
cise a large amount of control over its contractors 
through technical, financial, marketing, and other links. 


There are four types of subcontracting: 


1. Contracting for the manufacture of components, with 
the parent company concentrating on specializing in a 
limited number of phases to produce a certain final 
product, technology-intensive, with assembly, mar- 
keting, and after-sale services, on research and devel- 
opment. This type of operating industry is for min- 
erals, equipment, and appliances. 


2. Subcontracting for certain productive activities and 
operations in their entirety. This occurs, for example, 
in the cotton textiles industry, where large plants do 
the spinning, with other plants paid to do the weaving; 
the textiles then go to a specialized plant for printing 
the fabric. 


3. Subcontracting for assembly operations, with small 
and family projects taking on the assembly of a final 
product in a labor-intensive and skill-intensive way. 
Examples would be the electronics industry, with large 
plants specializing in the production of high- 
technology components and intensive scientific 
research, such as microchips and transistors, with 
small plants assembling the final product. 


4. Product subcontracting, with the subcontractor man- 
ufacturing the entire product, with the role of the 
parent company confined to marketing. This is closer 
to commercial contracting, prevalent in many indus- 
tries such as the ready-to-wear apparel, shoes and 
leather goods, small motors, and some electrical appli- 
ances. It is clear from these systems that there is a 
principal base it rests on, which is the division of 
industrial labor, with small plants specializing in 
cheap labor-intensive activities and products, while 
large plants provide the small ones with information, 
technical assistance, and technological know-how, in 
addition to financial, administrative, and marketing 
facilities. 
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Thus it is possible to link reciprocally industries of 
diverse scale to participate in achieving a high degree of 
integration, particularly through the technological and 
production ties reflected by technical operations. 


Merits of the Svstem 


1. The supply of the goods necessary to complete a 
productive and technological course by providing pro- 
duction elements, with the aim of producing an unfin- 
ished or final product, or assembling it, with mar- 
keting opportunities, after the provision of a funding 
opportunity and planning requirements, and perhaps 
spare parts and applicances. 


2. Raising the living standard by: 
a. Providing additional job opportunities 


b. Helping to improve competence at the economic 
level. 


c. Producing lower-priced basic commodities. 


d. Generating extra income. 


Small Industries in Japan 


The Japanese experience with small industries has had a 
crucial role in Japanese industrial development. Large 
plants had an effect on small industries, providing them 
with technological know-how, and the needed adminis- 
trative and material assistance. Hence opportunities to 
adhere to high technological standards, quality control, 
and the assimilation of primary technology transfer 
specifically in providing research facilities, and the sup- 
plies and equipments themselves, the reception of 
trained people, and sending out of the technological 
leaders of the small projects. After the major justifica- 
tions for subcontracts had revolved around the benefits 
of low wages and production costs, these justifications 
have receded and been replaced by purely technical 
justifications: the benefit from specialized equipment 
and skills of subcontractors, and covering the gap in 
parent companies’ productive capacities. This has led to 
the technological development of small industries to 
decrease costs and the improvement of practical man- 
agement methods such as quality control and stock 
regulation. 


In Japan, subcontracting has spread to the point where 
two thirds of small- and medium-sized plants in conver- 
sion industries consist of plants subcontracted by larger 
plants. The total number of plants is estimated at 46,500, 
with 80 percent of them in the ready-to-wear apparel and 
textile and tool industry, with 49 percent of these sub- 
contract plants using mechatronic devices, and 36 using 
computers, and 15 percent using robots. 


Small industries have expanded in India, and strength- 
ened their links with large industries. India has made a 
great effort towards an integrated policy to achieve this, 
with tax exemptions for small projects and expanded 
credit with low interest. The specific types of products 


JPRS-NEA-94-013 
15 March 1992 


are limited to small projects and the encouragement of 
“positive buying” of tools and equipment, help with raw 
materials, the offer of special sites in industrial zones, 
and various administrative and consulting aids; all this 
led to an increase in small industries. Therefore the 
number of small projects rose from 60,000 in 1950 to 
more than | million in 1983. The productivity of these 
factories rose by five times between 1973 and 1983, the 
workforce doubled, and exports rose six times. 


International Subcontracting 


International subcontracting means an agreement 
between plants located in the advanced, industrialized 
world, which are the primary contractors, and plants 
located in the Third World, which are the subcontracted 
firms, for the latter plants to perform certain operations 
or activities for the first plant, whether by manufacturing 
certain components or parts, assembling a finished 
product, or producing a whole product with the objective 
of marketing it in the parent company’s country. 


The reason for the spread of international subcon- 
tracting is the benefit of the cost differential between the 
advanced industrialized countries and the countries of 
the Third World; in other words, benefit from cheap 
labor for the production of “commodity items” for 
specialized consumption, usually in the industrial world. 
This process relies upon an unequal formula for the 
division of global industrial labor, with the plants of the 
advanced capitalist world specializing in the more tech- 
nologically advanced industries and operations, with the 
transferring out of the less advanced industries and 
operations—the labor-intensive and energy-intensive 
ones. The United States uses this method, and is fol- 
lowed by the countries of Western Europe and Japan. 
Thus these three have developed export-directed activi- 
ties in some Third World countries: starting with elec- 
tronics (such as communications, radio tubes, and con- 
trolling devices in Hong Kong, Singapore, Taiwan, and 
Mexico, as well as the manufacture of automobile com- 
ponents in Taiwan, South Korea, Mexico, Thailand, and 
India). 


In summation, this part of international subcontracting 
leads to an increased dependency on foreign countries, 
technologically, financially, and commercially, with the 
accompanying weakening of the ties between local eco- 
nomic sectors. 


Machine Tools 


This is based on tools or capital goods, chiefly electrical 
and non-electrical tools. Machine tools fall into the 
subsector of non-electrical tools, chiefly tools producing 
chemical goods, machine tools, wood manufacturing 
tools, foodstuff preparation tools, agricultural tools and 
engines, and building and construction tools. The major 
industries necessary for these are the iron and steel 
industry and the engineering industries, including elec- 
trical and non-electrical tools. And so subcontracting has 
spread in this industry, with the machine tool industry 
divided into two broad sections, one of which is metal 
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parts tools and the other being metal shaping tools. Parts 
tools accounted for 75 percent of global production of 
machine tools, and according to the nature of the use, 
there are multi-use tools, multi-purpose tools, universal 
machines, and special-purpose machines. 


It is clear that the first is used in several industries such 
as delivery equipment, heating and cooling equipment, 
and others, while the second in basic, agricultural indus- 
tries. For example, if we wished to produce a certain tool 
or device, we must manufacture parts by thermal treat- 
ment of iron, steel, and other materials. The assembly of 
these parts follows. After the manufacture of the parts by 
machine tools, the most important parts of the manufac- 
turing process, both in terms of manufacturing steps or 
the workshop, forms the basis of a mechanized society. 
No manufactured commodity comes out of the foundry, 
turning, screening, metal working, and surface stamping 
and coating processes. If you have mastered industrial 
operations, you are able to produce whatever commodity 
you want. 


Research, Planning, and Industrialization Units 


This is the third axis of development and the technological 
development of small industries. 


The core of manufacturing is industrial operations, and 
the heart of industrial operations is the building of 
production equipment, or the making of capital goods or 
equipment. The joint equipment components are: 
motors, generators, energy, control and measuring 
devices, metal and non-metal frameworks. To do this, 
one must have a prior concept of each one, as an 
integrated system, an automated system, capable of 
being assimilated into the major system, which is the 
production line in the factory. Is it feasible to manufac- 
ture without planning? Is manufacturing activity pos- 
sible without know-how? And so planning is essential to 
conduct scientific research, whether basic or applicative. 


The Importance of Small Industries to the Kingdom 


This part of the study explains the role that small 
industries play in the Kingdom, and which we summa- 
rize in the following points: 


1. The Saudi private sector enjoys great financial 
resources, exceeding current investment opportuni- 
ties. The funds are seeking new investment opportu- 
nities both at home and abroad. Small industries 
represent an investment alternative for the absorption 
of these funds, and can also provide job opportunities 
for job seekers, especially for local technicians who 
have sufficient experience in the field of traditional 
and artisan industries which usually require semi- 
skilled workers, such as the cloak, veil, and carpet 
industry. In addition, the use of private funds toward 
the establishment of small industries provides job 
opportunities for seekers of employment indepen- 
dence, representing gradual progress toward industri- 
alization for the Kingdom. 
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2. Subcontracting is a widespread arrangement in the 
Kingdom, and, as is well-known, subcontracting hap- 
pens when a plant moves to support production or 
manufacture specific other parts, and the plant uses 
them to produce a commodity and sell it. It is wide- 
spread in the Kingdom; one of the most important 
characteristics is the achievement of the best use of 
capital and labor, by benefitting from foreign economies 
of scale. After the establishment of small industries, the 
helper role of the large industries are of the greatest 
importance to the Kingdom, especially in the case of 
foreign investments. The lack of a sector of auxiliary 
industries—in this case—leads foreign investors to 
bring in contractors from abroad, and this trend could 
weaken the integration among the various productive 
sectors and lead to an increase in foreign workers. This 
outcome is not in line with the Kingdom's development 
plans, whose purpose is to boost the rate of ““Saudiza- 
tion” and transfer technology; the competitive capa- 
bility of large industries’ products depends upon the 
sector being supplied with parts in the needed variety 
and quality, produced by the small industries. In the 
Kingdom, one may be acquainted with three cases, in 
which the small industries—through subcontracting—to 
play an auxiliary and integrative role for the large 
industries. 


The first case: when the large industries face a lack of 
specialized skills or abilities domestically for the pro- 
duction of specific parts. Of course it will seek the help 
of small industries in producing some of the parts. 


The second case: a large organization may have the 
necessary ability and skills to produce the needed parts. 
But this—because of the wide disparity and and 
required quantity—makes the production of them in- 
house “through the organization” an economically 
unfeasible process, leading to the use of small industries 
to perform the task. 


The third case: the large industry may have a shortfall 
in productive capacity as the result of an unexpected 
rise in demand for its products. It will turn to small 
industries to help meet the increased demand. 


3. With the constant growth the Saudi economy has 
achieved, which has led to a marked increase in 
individual income, we find there is a change in the 
type of consumption among individuals in society, 
towards products which have financial quality. This 
change, of course, provided new investment opportu- 
nities that small industries can exploit. It is not 
difficult to define or identify a number of consumer 
goods that small industries can manufacture and 
achieve an economic benefit, “reduced cost.” 


4. The small industries can set up in rural areas, where 
there are raw materials, especially agricultural ones, 
such as: the growing and packaging of dates, and 
storing vegetables. What encourages this is the fact 
that the small industry profits do not depend upon 
long-term production, meaning that they can produce 
some seasonal commodities for local sale. 
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5 Small industries in the Kingdom play a significant role 
in procuring and adapting to technology in some special- 
ized fields. So international companies might be more 
prepared to transfer technology to small-scale industrial 
companies, which do not threaten their stake in regional 
markets, as would be the case with large industries. The 
best example of this is what is occurring in the elec- 
tronics industries and personal accounts, and the med- 
ical instruments industry. 


6. There are a number of traditional and artisan industries 
which are still widespread in the Kingdom, such as the 
manufacture of cloaks, veils, and ceramics, whose pro- 
duction requires uncomplicated methods which, to a 
large extent, suit the capabilities and capacities of small 
sectors. Thus the best way of preserving these industries 
is to see that small industries produce them. 


7. Small industries, because of the small scale of invest- 
ment in them, may be owned by family members or 
local individuals, as it preserves the extended family 
system, which is one of the good traits of Saudi 
society, and becomes more important when we realize 
that social values and cultural traditions are priceless. 
They are a trait of personality, or national identity. 


8. Self-sufficiency in some commodities is still low, 
despite the availability of production elements for 
most of these commodities, thus providing investment 
opportunities for small industries. 


9. The performance level of the free economies influence, 
to a large degree, global economic changes, and possibly 
small industries—through the flexibility they enjoy— 
can resist the fluctuations in economic conditions, 
adapting better to market conditions, compared to large 
industries, with the expansion of the small industry base 
in the Kingdom. This can gain the Saudi economy the 
ability to withstand global economic upsets. 


The Problems of Small Industries 


Despite the economic distinciions and characteristics and 
the role played by small industries in the economy of any 
country, the severity and effect of these problems are greater 
and harsher for small industries, compared to large ones. 
These problems might result from the nature of small 
industries themselves, or of the general environment in 
which the small industries function. A glance at the small 
industries in the Kingdom permits us to learn some of the 
most important problems they face. We must note here that 
these problems are the outcome of some field studies, the 
practical experiences of some businessmen and personal 
interviews conducted by researchers with some busi- 
nessmen and chamber of commerce and industry officials. 
Some of the major problems are: 


1. The management of some small industries is ventered in 
one person, the “owner-manager.” He is responsible for 
management and production, marketing and funding. 
While this person may be qualified and brilliant in a 
position and branches of management, he is usually lacking 
the technical skills for other management positions, 
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making his decisions prone to error at times. These prob- 
lems are not limited to the Kingdom alone; many countries 
share them. 


2. There are no defined programs for the development of 
the small industries, but there are some efforts in the 
Kingdom to seek to develop small industries and give 
them attention. These efforts are exemplified in the 
Ministry of Industry’s policy of gathering small indus- 
tries, by encouraging chambers of commerce to prepare a 
program explaining the benefits from which small indus- 
tries may benefit, and the areas that are relevant, instead 
of explaining the ways in which this industry must act; in 
addition to that, many conferences have been held to 
explain the role of the industries and small plants in 
development, and the problems they face, without these 
actions leading to the enactment of a specific program 
with goals and a method. 


3. The policy of investment in the private sector— 
regulated by the Investment Encouragement Statute of 
1406H [Hijra] [1986}—makes no distinction between 
small and large industries, but is based on the offering 
of customs exemptions and financial concessions for 
all industrial sectors, regardless of the size of the 
industry. The result of this situation is that the statute 
to encourage investment helps to draw investments 
into large rather than small industries. 


4. There is insufficient protection for the products of small 
“infant industries.” This is due to the current Saudi 
ecnomic philosophy of free competition, though the policy 
does not necessarily negate the enactment of an appro- 
priate level of temporary protection for these industries by 
directing aid along the lines of countries with free econo- 
mies, such as the United States, or Britain, which has 
specific programs aimed at developing small industries. 


5. Despite the fact that funding may not be a large obstacle 
for Saudi investors in the industrial sector, the method 
for obtaining it is surrounded by obstacles. The Indus- 
trial Development Fund, for example, is a major source 
of funding for the industrial sector. Some studies have 
shown that the Fund’s measures and the steady drop in 
loans offered was often forced by the facilities various 
industries can obtain. In light of small industries’ lim- 
ited financial capability, and the guarantees they must 
provide, these industries are more affected. In addition 
to that, the small industries have less ability to wait very 
long to obtain lesser funding, compared to large indus- 
tries in 1409H [1989]. Turning to commercial banks, 
their funding is usually limited to short-term funding— 
“working capital.” This bars small industries from the 
funding they need for long-term investment. In addi- 
tion, the guarantees that commercial banks demand 
might exceed the small industry’s capabilities. And in 
addition to that, commercial banks’ interest rates may 
be high on one hand, and, on the other, could cause 
small industry owners to hold off from dealing with 
them for religious reasons. 
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6. Most small industries tend to be traditional in 
founding their establishments, with diversification, 
and this could lead to a focus on some areas rather 
than others, and without taking into consideration 
the absorptive energy of the local and regional 
market. This is the result of the absence of defined 
industrial priorities in conformity with the industri- 
a.ization process, and of the newness of industrial- 
ization in Saudi Arabia. Example: shops for metal- 
sn ing, carpentry, measurement, and decor. 


7. Small industries lack a specialized national work- 
force in development, innovation, and upgrading. If 
it existed, owners of small industries would be slow 
to hire for several reas ns, chiefly the fact that the 
financial costs might not be in line with scale of the 
plant. (1410H [1990)}) 


8. The weak links between the various industries, due 
to the trend, common until! recently, of covering the 
consumer market with finished products. This costs 
the small industries investment opportunities linked 
to production and manufacturing to meet the needs 
of the industrial market, especially in areas where 
primary and intermediate materials are available— 
the petrochemical industry, for example. 


9. Many small industries function independently in 
production, instead of integrating with large indus- 
tries. This situation could lead to their not benefit- 
ting from those industries’ available raw materials, 
failure to exploit their whole productive capacity, 
the danger of new brands coming in, increases in 
marketing and transport costs, and failure to benefit 
from the expertise and abilities of large firms. This 
situation could harm small industries by exposing 
them to unequal competition, in terms of size. 
(1411H [1991}) 


10. Some have started to plan for small industries, on the 
basis of using low-cost non-Saudi workers. This has 
resulted in the majority of small industry employeess 
being foreign, which is not in conformity with the 
goals of Saudization development plans. 


Summary 


The experience of developing and industrial countries 
confirms the effective role played by small industries in 
this field. The prominent role of large-scale or giant 
industrial projects is the result of the development in 
production equipment produced by the contemporary 
scientific and technological revolution, and the accom- 
panying matching evolution in industrial methods and 
management. None of this has affected the role played 
by small industries, which still help to achieve industrial 
development in particular and comprehensive develop- 
ment in general in most successful experiences in the 
world. 


Small industries have kept their clear and bright role in 
the experience of some advanced industrial countries 
such as Japan and Korea. Attention to small industry is 
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the core of comprehensive development in the industrial 
sector, and attention begins with a practical tendency 
with all support and protection given to the parts and 
components industry, as these are the manufacturing 
activities which naturally lend themselves to the scale of 
small industries. 


Sources: 


¢ Small Industries in the Kingdom of Saudi Arabia: the 
Role and the Obstacles, by Dr. *Abd-al-Qadir 
Muhammad Ahmad; Dr. Sa’ud Fayyad al-Fayyad, 
“Industrial Cooperation in the Gulf.” 

¢ Small Industries, by Muhammad ’Abd-al-Shafi’ 

¢ Improving Productivity in Small Industries by Dr. A. 
Jamal Muhammad Nuwarah. 


The author is head of the Production Engineering Divi- 
sion in the Engineering College at King ’Abd-al-’Aziz 
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Saudization at Saudi Airlines Discussed 
Jeddah 'UKAZ in Arabic 16 Jan 94 p 19 


{Interview with Hasan Muhammad Tayib, Saudi Air- 
lines deputy director general, by ’Abd-al-Rahman al- 
Ghamidi; place and date not given—-first four para- 
graphs "UKAZ introduction} 


[Text] In light of the all-around renaissance our country 
has achieved in many fields, the move towards Saudiza- 
tion has begun more urgently to guarantee the continued 
progress of contruction, restoration, and the safe- 
guarding of the cultural and developmental gains we 
have accomplished thus far. 


This direction has opened the gates of hope wide before 
the youth of this nation to obtain the jobs that best suit 
their capabilities, making them better able to take part 
actively in serving this country and its citizens. 


Saudi Arabian Airlines is considered one of the leading 
organizations in this field; it has achieved 78 percent 
Saudization, and according to its current plan, this is 
slated to increase to 86 percent by 1415H [1995]. 


Mr. Hasan Muhammad Tayib, Saudia’s deputy director 
general for employee affairs, spoke to us in this interview 
of the philosophy of Saudization which the airlines has 
carried out, and continues to carry out now. 


Priority to Saudis 


[Al-Ghamidi] Now that Saudia has done what everyone 
wanted to do, how far has Saudia gone in this direction? 


[Tayib] The constant instructions of the Custodian of the 
Holy Mosques, God preserve him, on the development 
of national manpower and raising its performance stan- 
dards, are the engine of our strategy in the field of human 
resources. Saudi Airlines has over time focused on their 
development through its plans for the development and 
training of Saudi persons to take their natural place in 
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the company’s technical and administrative positions. 
Over the last two decades a number of steps have been 
made in the field of Saudization, in line with the com- 
pany’s phases of growth, the evolution of its staff struc- 
ture, and local job market data, all focused on the 
creation and protection of enough job opportunities for 
Saudis to supplement the decrease in expatriate labor. 


Training and Development 


It was our obligation for Saudia to offer our citizens the 
opportunity to join our training and development pro- 
gram in various areas of the air transport industry, in 
accordance with the government’s policy. For this pur- 
pose we established training departments in the tech- 
nical and management fields. We have also sent trainees 
abroad to specialize in all branches and activities of this 
industry that are not found domestically. 


Turning to the Saudization program plan, a study was 
prepared, the first of its kind, with the cooperation of the 
Manpower Council. It lasted nearly two full years and 
was aimed in general at arriving at an executive plan in 
a fixed-time program that began in 1407H [1987] and is 
continuing until 1415H [1995], with the general average 
of Saudization of total employees inside the Kingdom to 
be 86 percent by the end of the plan. Saudia has 
completed a major phase of the execution of this plan, 
with 78 percent Saudization; and this will increase to 86 
percent according to the plan by the end of 1995. 


A Badge We Are Proud Of 


There are positive signs that indicate the acceptance of 
Saudi youth of some of the vocations that they were 
hesitant about before, ending a real obstacle to the 
implementation of the Saudization program, such as 
jobs in air service and accessory office work. 


It is enough for me to point to the praise, or rather the 
certificate with which Saudia was honored, from His 
Royal Highness Nayif Bin-’Abd-al-’Aziz, minister of 
interior and chairman of the Manpower Council. It 
showed His Highness’s kind appreciation for Saudi Air- 
lines’ efforts to implement the Saudization plan. We 
consider this a badge on the chest of every member of 
our company who helped to reach the basic goal of 
Saudization. 


Practical Solutions 


[Al-Ghamidi] As an offical and a citizen, how do you 
view the extent of Saudization in the private sector? 


[Tayib] There are numerous efforts being made by 
official and national agencies to enact practical solutions 
to the Saudization question in the private sector, such as 
the national labor seminar in the national sector that was 
held in the Institute for Public Administration in Jan- 
uary 1992, in which they dealt with the extent of partic- 
ipation, the seriousness of the effort, and the frankness of 
receptivity. 
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I sincerely hope these efforts will continue so that we 
may see what they have planned transformed into a 
living reality. 


Saudi is carrying out, in this field, the role it was given by 
its membership in this society. In addition to its pro- 
gram, it is part of a committee made up of the Interior 
Ministry, the Ministry of Labor and Social Affairs, and 
the Presidency of Civil Aviation to put rules and recom- 
mendations in place aimed at Saudizing jobs at airline 
agencies and travel agencies. 


I Disagree 


[Al-Ghamidi] Some private sector executives think that 
Saudi employees are not carrying out their proper role, 
and ask for more productivity. How true is this, in light 
of your own experience with Saudi employees? 


[Tayib] My personal conviction is completely different, 
and it is a conviction formed over long practice, and 
through varied employee experiences. The human ele- 
ment is an important part, even the most important 
element of production, and its profit is in conformity 
with the investment in it, in terms of training and 
development. Some business owners have a capacity for 
patience for projects sometimes, for the profit to show, 
but they hesitate in integrated investment thinking 
which deals with Saudi employees, considering them 
national human capital. 


There is a problem of training the national sector, and the 
reasons for it must be studied, and solved; perhaps some 
are the non-existence of specialized, integrated agencies to 
carry out this role, or business's weak conviction of the 
importance of training, or financial reasons. 


This is in addition to the importance of looking at what 
is expected of Saudi employees who work in travel 
agencies in which Saudi Airlines takes part in accordance 
with the request of travel agents (TACA) [acronym as 
transliterated] by developing a training program cov- 
ering no less than 25 specialized training courses for 
agency empioyees alone. 


Philosophy of Saudization 


[Al-Ghamidi] What is the strategy upon which employee 
training is based? 


[Tayib] The management philosophy of Saudization is 
based on the consideration that the human element is the 
decisive factor in the success or failure of any company. 
From this standpoint, constant training is seen as the 
basic pillar of its growth and the expansion of its 
facilities and services, especially in an industry as highly 
skilled as air transport. 


Training is also one of the social goals of Saudization, by 
building and polishing our people's skills and training 
them to work in the company’s positions essential for 
management and operating its fleet by using the most 
modern methods in line with the highest international 











JPRS-NEA-94-013 


15 March 1992 SAUDIZATION 27 


standards and specifications in thus indusiry. The com- 
pany’s training strategy is based on three components: 


¢ Operating needs, covering the volume and variety of 
work in the frameworks of both time and place. 

¢ Employment requirements essential for operating 
requirements, including the variety of qualifications 


needed and the necessary expertise and ability for 
training. 

Methods of modern technology and management 
thinking, in light of which we are reviewing the 
training programs, methods, and equipment to suit 
our technical needs and conceive a method of work 
performance. 
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